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Preface

Four years ago I wrote Balanced Scorecard Step-by-Step to provide a systematic
implementation guide to readers incorporating or considering incorporat-
ing the Balanced Scorecard methodology in their organization. My experi-
ences as a Balanced Scorecard practitioner with a large Canadian company
taught me that tremendous results are possible with the tool, but to attain
those results, you must overcome numerous pitfalls that can derail or sig-
nificantly damage the implementation effort. I have been amazed and
humbled at the success of the first edition, which has now been translated in
over a dozen languages. The many e-mails, calls, and letters I have received
from readers who have benefited in some way from the guidance offered
in the book have been very gratifying and demonstrate that, with a little
help, every organization can derive tremendous success from the Balanced
Scorecard system.

This second edition contains the same core implementation guidance
found in the original volume but has been updated and enhanced to include
guidance on a number of topics that were still relatively immature as of
the first printing in 2002. The most significant change is my expanded
coverage of strategy maps, powerful communication tools signaling to the
entire workforce (and beyond) what is critical in executing the organi-
zation’s strategy. The text also provides new and updated information on
the linkage between the Balanced Scorecard and corporate governance,
the critical importance of strategy-centered management meetings, and
an emerging trend, the Office of Strategy Management. In addition to
entirely new sections, you will find the latest thinking on all aspects of
the Balanced Scorecard journey, honed from my work as a consultant and
researcher.

THE BALANCED SCORECARD

Organizations in today’s change-filled, highly competitive environment
must devote significant time, energy, and human and financial resources
to measuring their performance in achieving strategic goals. Most do just
that, but despite the substantial effort and related costs, many are dis-
satisfied with their measurement efforts. In fact, at any given time, as many

X1
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as 50 percent of organizations are making changes to their performance
measurement systems. !

Increasingly, organizations are concluding that while measurement is
more crucial than ever, their systems for capturing, monitoring, and shar-
ing performance information are critically flawed. Today’s systems in many
ways bear a remarkable resemblance to their reporting ancestors. Although
the methods of modern business have transformed dramatically over the
decades, our systems of measurement have remained firmly mired in the
past. At the root of our measurement misery is an almost exclusive reliance
on financial measures of performance. These systems may have been per-
fectly suited to the machinelike, physical asset—based nature of early industrial
endeavors, but they are ill-equipped to capture the value-creating mech-
anisms of today’s modern business organization. Intangible assets such as
employee knowledge, customer and supplier relationships, and innovative
cultures are the key to producing value in today’s economy. Additionally,
the importance of a differentiating strategy is more important today than
it has ever been. Whether you’re a high-tech newcomer or an established
manufacturing veteran, executing strategy effectively is crucial in an era
of globalization, customer power, and rapid change. But the sobering fact
is that about 9 out of 10 organizations fail to implement their strategies.
What is needed is a measurement system that balances the historical accu-
racy and integrity of financial numbers with today’s drivers of economic
success, and in so doing allows the organization to beat the odds of executing
strategy.

The Balanced Scorecard has emerged as a proven and effective tool in
our quest to capture, describe, and translate intangible assets into real
value for all of an organization’s stakeholders and, in the process, to allow
organizations to implement their differentiating strategies successfully.
Developed by Robert Kaplan and David Norton, this deceptively simple
methodology translates an organization’s strategy into performance objec-
tives, measures, targets, and initiatives in four balanced perspectives:
Financial, Customer, Internal Process, and Employee Learning and Growth.
Organizations around the globe have embraced the Balanced Scorecard
and reaped swift benefits from its commonsense principles. Such bene-
fits include increased financial returns, greater employee alignment with
overall goals, improved collaboration, and an unrelenting focus on strategy,
to name just a few. To reap those rewards, however, an organization must
possess the tools necessary to craft an effective Balanced Scorecard.

1. Mark L. Frigo, “The State of Strategic Performance Measurement,” IMA 2001
Survey.
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About This Book

In the mid-1990s I was working with an organization that, like so many
others, was about to undergo significant change. The industry structure was
changing, competitors appeared more nimble and threatening than ever,
and customers were demanding better service with no price increases. A
new strategy was developed that, if effectively implemented, would see the
organization enhance employee skills, develop new processes, build cus-
tomer loyalty, and ultimately deliver breakthrough financial performance.
But how could the strategy be executed successfully? The organization’s
chief financial officer investigated the Balanced Scorecard approach and
determined it was the right tool at the right time. Acting as the executive
sponsor for the initiative, he appointed me to lead a team charged with
the responsibility for developing a new management system featuring the
Balanced Scorecard as the cornerstone. Two years later his intuition paid
off in a big way. Employee knowledge of strategy had increased signifi-
cantly, internal processes were functioning more efficiently than ever, cus-
tomer loyalty was on the rise, and despite many adverse factors beyond the
organization’s control, financial returns were on target.

The organization just described is Nova Scotia Power, Inc. (NSPI), a
Canadian electric utility company. As the results demonstrate, its Balanced
Scorecard implementation was a great success and has been featured in case
studies and shared at conferences throughout North America and beyond,
and has earned the organization a spot in the Balanced Scorecard Collab-
orative’s Hall of Fame. As successful as the implementation was, however,
it was not without challenges. Our team quickly learned that building a
Balanced Scorecard is far more than a metrics project; instead it touches
many disparate organizational processes. Building an effective team; gen-
erating support and enthusiasm for a change initiative; efficiently gathering
and sharing data; and coaching, training, and facilitating are just some of
the many exciting and challenging tasks we faced. At that time, Balanced
Scorecard literature and support services were at a nascent stage, and we
were left to our own devices when grappling with the many issues await-
ing us. Although Scorecard literature and related consulting and support
products have proliferated in recent years, few if any focus on the wide array
of organizational activities that must accompany a winning Scorecard cam-
paign. This book has been written to fill the void existing between theory
and application. Since its original publication in 2002, it has guided thou-
sands of organizations worldwide through their Balanced Scorecard journeys.

Organizations embarking on a Scorecard effort must be aware of —and
properly equipped with the tools to navigate successfully—the many poten-
tial pitfalls associated with an initiative of this magnitude. Based on my
experience as a consultant working with organizations around the globe
plus extensive research, these pages guide the reader through the entire
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Balanced Scorecard process on a step-by-step basis. From determining your
guiding rationale for the Scorecard, to testing your mission, to building
a Strategy Map, to developing measures and targets, to placing the Score-
card at the center of your management system, to tips for sustaining your
success, you'll find all this and more. Let’s now take a look at how the book
is organized and consider how you can use it to best suit your needs.

How the Book Is Organized

This second edition of Balanced Scorecard Step-by-Step is comprised of
12 chapters, spanning the entire Scorecard experience. The opening chap-
ter is designed to familiarize you with the field of performance mea-
surement and provide a solid grounding of Scorecard background and
principles. It elaborates on the discussion begun in this preface by exam-
ining how the Scorecard solves three fundamental modern business issues:
reducing the reliance on financial performance measures, the rise of intan-
gible assets to value creation, and the difficulty of implementing strategy.
Chapter Two lays the foundation for the work ahead by examining the
purpose of developing a Balanced Scorecard, securing executive sponsor-
ship, creating a team, and preparing a development plan. The core elements
of any effective Balanced Scorecard —mission, values, vision, and strategy
—are the subject of Chapter Three. You’'ll discover why each of these ele-
ments is crucial to the success of a Balanced Scorecard.

With the Scorecard building blocks firmly in place, Chapter Four explores
the world of Strategy Maps, powerful communication tools signaling to
everyone in the organization what is critical in executing strategy. You will
learn why Strategy Maps are a decisive ingredient to overall Scorecard suc-
cess and be provided with numerous tips on development and facilitation.
Chapter Five provides an in-depth view of what it takes to build measures
that act as a faithful translation of strategy, the backbone of any success-
ful Balanced Scorecard. The critical role of target setting and the Balanced
Scorecard is presented along with a review of different types of targets in
Chapter Six. Ensuring that organizational plans and initiatives are aligned
with the Balanced Scorecard and strategy is also given extensive coverage
in that chapter.

Aligning every employee’s actions with overall organizational goals is
the subject of Chapter Seven. This “cascading” of the Balanced Scorecard
is critical if organizations hope to enjoy the benefits of greater employee
knowledge of, and focus on, key organizational strategies. In Chapter Eight
the role of the Balanced Scorecard in the budgeting process is examined.
The chapter equips readers with specific techniques to align spending with
strategy. The often-challenging topic of incentive compensation is tack-
led in Chapter Nine, where you will find a comprehensive review of critical
compensation planning and design elements. This chapter also reviews
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how the Balanced Scorecard can play a significant role in the improvement
of corporate governance, a vital topic in the post-Enron era.

Frequent reporting of results is critical in gaining support for the Bal-
anced Scorecard as an effective management tool. But should organizations
purchase one of the many performance management software packages
available or build their own reporting solution? Chapter Ten probes this
question and offers several tools to be used when making the decision. The
strategy-centered meeting is also explained in the chapter, providing the
means to ensure the Balanced Scorecard forms the agenda for your man-
agement meeting process. Maintaining the Balanced Scorecard is presented
in Chapter Eleven. It carefully reviews business rules, processes, and proce-
dures (including those for gathering data) necessary to embed the Score-
card in the fabric of organizational life and introduces you to an emerging
function in modern organizations: the Office of Strategy Management. The
important role of organizational change in securing a successful Scorecard
effort is presented in the book’s final chapter. There you will also discover
the top 10 implementation issues and receive guidance on the use of out-
side consultants when constructing a Scorecard.

Nearly 2,500 years ago the Greek playwright Euripides noted the impor-
tance of balance in our lives when he said, “The best and safest thing is to
keep a balance in your life, acknowledge the great powers around us and in us.
If you can do that, and live that way, you are really a wise man.” I truly believe
the same applies to organizations.

PauL R. N1VEN
San Diego, California
August 2006
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CHAPTER 1

Performance Measurement
and the Need for
a Balanced Scorecard

When you can measure what you are speaking about, and express
it in numbers, you know something about it; but when you cannot
measure it, when you cannot express it in numbers, your knowledge
is of a meager and unsatisfactory kind . . . .

—William Thompson (Lord Kelvin), 1824—-1907

Roadmap for Chapter One The purpose of this chapter is to provide you
with an overview of performance measurement and the Balanced Score-
card system. Although you may be eager to get right to the work of devel-
oping your new performance management tool, I urge you to spend some
time on this chapter since it serves as the foundation for the rest of the
book. When you begin developing a Balanced Scorecard, your organization
will rely on you not only for advice on the technical dimensions of this new
system, but also on the broader subject of performance measurement and
management. You can enhance your expert credibility within the organi-
zation by learning as much as possible about this subject. This is especially
important if your current function is one that typically does not engage in
projects of this nature. Think of this chapter as a primer for the exciting work
that lies ahead.

The Balanced Scorecard assists organizations in overcoming three key
issues: effective organizational performance measurement, the rise of intan-
gible assets, and the challenge of implementing strategy. We begin by discussing
performance measurement and, specifically, our reliance on financial mea-
sures of performance despite their inherent limitations. Next we examine
the rise of intangible assets in modern organizations and their impact on
our ability to measure corporate performance accurately. From there we
move to the strategy story and review a number of barriers to successful
strategy implementation. With the issues clearly on the table, we introduce
the Balanced Scorecard and how this tool can overcome the barriers related
to financial measures, the growth of intangible assets, and strategy execution.

Our Balanced Scorecard overview begins with a look back at how and when
the Scorecard was originally conceived. Next we pose the question, “What
is a Balanced Scorecard?” and elaborate on the specifics of the tool as a

1
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communication system (with particular emphasis on the concept of Strategy
Maps), measurement system, and strategic management system. Here you will
be introduced to the theory underlying the Balanced Scorecard and the four
perspectives of performance analyzed using this process. The chapter
concludes with a review of the critical task of linking Balanced Scorecard
objectives and measures through a series of cause-and-effect relationships,
where you will discover how telling a powerful strategic story will be a great
ally in your Balanced Scorecard implementation. Let’s get started!

THREE FUNDAMENTAL ISSUES

Welcome to your performance measurement and Balanced Scorecard
journey. During our time together we will explore the many facets of this
topic, and it is my hope that both you and your organization will be trans-
formed as a result. As I write this second edition of Balanced Scorecard Step-
by-Step, the concept itself has been with us for just over 15 years. Born from
a research study conducted in 1990, the Balanced Scorecard has since become
a critical business tool for thousands of organizations around the globe. In
fact, recent estimates suggest a whopping 60 percent of the Fortune 1000
has a Balanced Scorecard in place.! Further evidence of the ubiquity of the
Balanced Scorecard is provided by The Hackett Group, which discovered in
2002 that 96 percent of the nearly 2,000 global companies it surveyed had
either implemented or planned to implement the tool.? Before we discuss the
nature of the Balanced Scorecard, let’s examine its origins and attempt to
determine just why it has become such a universally accepted methodology.

Whether it’s the freckle-faced kid enthusiastically peddling lemonade on
a sweltering midsummer’s day, the chief executive of a global conglomerate
mulling a crucial decision, or a harried public sector manager attempting to
do more with less, the common denominator among all is the overwhelm-
ing drive to succeed. And while hard work and desire still go a long way, busi-
ness, as we all know, has changed dramatically in recent years, rendering
success more difficult than ever to achieve. In the pages ahead we’ll examine
three fundamental factors that affect every organization, at times in game-
changing ways: our reliance on financial measures of performance to gauge
success, the rise of value-creating intangible assets, and, finally, the difficulty
of executing strategy. While separate and distinct factors, the trio is bound
together by the inspiring ability of the Balanced Scorecard to overcome and
maximize them to their fullest potential. Let’s begin our discussion with an
examination of financial measures of business performance.

FINANCIAL MEASUREMENT AND ITS LIMITATIONS

As long as business organizations have existed, the traditional method of
measurement has been financial. Bookkeeping records used to facilitate



Irmgn.ir

Financial Measurement and Its Limitations 3

financial transactions can be traced back literally thousands of years. At
the turn of the twentieth century, financial measurement innovations were
critical to the success of the early industrial giants, such as General Motors.
That should not come as a surprise since the financial metrics of the time
were the perfect complement to the machinelike nature of the corporate
entities and management philosophy of the day. Competition was ruled
by scope and economies of scale with financial measures providing the
yardsticks of success.

Financial measures of performance have evolved, and today concepts
such as economic value added (EVA) are quite prevalent. EVA suggests
that unless a firm’s profit exceeds its cost of capital, it really is not creating
value for its shareholders. Using EVA as a lens, it is possible to determine
that despite an increase in earnings, a firm may be destroying shareholder
value if the cost of capital associated with new investments is sufficiently
high.

The work of financial professionals is to be commended. As we move
into the twenty-first century, however, many are questioning our almost
exclusive reliance on financial measures of performance. Perhaps these
measures served better as a means of reporting on the stewardship of funds
entrusted to management’s care rather than as a way to chart the future
direction of the organization. And as we all know, stewardship is an increas-
ingly vital issue in light of the many corporate scandals we’ve witnessed
recently and the surge of shareholder value and job losses left in their wake.
Let’s take a look at some of the criticisms levied against the overabundant
use of financial measures:

o Not consistent with today’s business realities. Today’s organizational value-
creating activities are not captured in the tangible, fixed assets of the
firm. Instead, value rests in the ideas of people scattered throughout the
firm, in customer and supplier relationships, in databases of key infor-
mation, and in cultures capable of innovation and quality. Traditional
financial measures were designed to compare previous periods based
on internal standards of performance. These metrics are of little assis-
tance in providing early indications of customer, quality, or employee
problems or opportunities. We’ll examine the rise of intangible assets
in the next section of this chapter.

o Driving by rearview mirror. Financial measures provide an excellent review
of past performance and events in the organization. They represent
a coherent articulation and summary of activities of the firm in prior
periods. However, this detailed financial view has no predictive power
for the future. As we all know, and as experience has shown, great finan-
cial results in one month, quarter, or even year are in no way indicative
of future financial performance. Even so-called great companies—those
that once graced the covers of business magazines and were the envy of
their peer groups—can fall victim to this unfortunate scenario. Witness
the vaunted Fortune 500 list; two-thirds of the companies comprising
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the inaugural list in 1954 had either vanished or were no longer large
enough to maintain their presence on the list’s fortieth anniversary.?

Tend to reinforce functional silos. Financial statements in organizations are
normally prepared by functional area: Individual department statements
are prepared and rolled up into the business unit’s numbers, which ulti-
mately are compiled as part of the overall organizational picture. This
approach is inconsistent with today’s organization, in which much of the
work is cross-functional in nature. Today we see teams comprised of many
functional areas coming together to solve pressing problems and create
value in never-imagined ways. Regardless of industry or organization type,
teamwork has emerged as a must-have characteristic of winning enter-
prises in today’s business environment. As an example, consider these
three fields of endeavor: heart surgery, Wall Street research analysis, and
basketball as played by the well-compensated superstars of the National
Basketball Association (NBA). At first glance they appear to have absolutely
nothing in common; however, studies reveal that success in all three is
markedly improved through the use of teamwork: The interactions of
surgeons with other medical professionals (anesthesiologists, nurses, and
technicians) are the strongest indicator of patient success on the oper-
ating table. When it comes to Wall Street “stars,” it’s not the individual
analyst and erudite calculations that spell success, but the teaming of
analyst and firm. Even in the NBA, researchers have found that teams
where players stay together longer win more games.* Our traditional
financial measurement systems have no way to calculate the true value
or cost of these relationships.

Sacrifice long-term thinking. Many change programs feature severe cost-
cutting measures that may have a very positive impact on the organi-
zation’s short-term financial statements. However, these cost-reduction
efforts often target the long-term value-creating activities of the firm,
such as research and development, associate development, and customer
relationship management. This focus on short-term gains at the expense
of long-term value creation may lead to suboptimization of the orga-
nization’s resources. Interestingly, an emerging body of evidence is
beginning to suggest that cost-cutting interventions such as downsizing
frequently fail to deliver the promised financial rewards and in fact
sabotage value. University of Colorado Business School professor Wayne
Cascio documented that downsizing not only hurts workers who are laid
off, but destroys value in the long-term. He finds that, all else being
equal, downsizing never improved profits or stock market returns.’

Financial measures are not relevant to many levels of the organization. Finan-
cial reports by their very nature are abstractions. “Abstraction” in this
context is defined as moving to another level, leaving certain charac-
teristics out. When we roll up financial statements throughout the organi-
zation, that is exactly what we are doing: compiling information at a higher
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and higher level until it is almost unrecognizable and useless in the deci-
sion making of most managers and employees. Employees at all levels
of the organization need performance data they can act on. This infor-
mation must be imbued with relevance for their day-to-day activities.

Given the limitations of financial measures, should we even consider
saving a space for them in our Balanced Scorecard? With their inherent focus
on short-term results, often at the expense of long-term value-creating
activities, are they relevant in today’s environment? I believe the answer
is yes for a number of reasons. As we’ll discuss shortly, the Balanced Score-
card is just that: balanced. An undue focus on any particular area of mea-
surement often will lead to poor overall results. Precedents in the business
world support this position. In the 1980s the focus was on productivity
improvement; in the 1990s quality became fashionable and seemingly
critical to an organization’s success. In keeping with the principle of what
gets measured gets done, many businesses saw tremendous improvements
in productivity and quality. What they didn’t necessarily see was a corre-
sponding increase in financial results, and in fact some companies with
the best quality in their industry failed to remain in business. Financial
statements will remain an important tool for organizations since they ulti-
mately determine whether improvements in customer satisfaction, quality,
innovation, and employee training are leading to improved financial per-
formance and wealth creation for shareholders. What is needed, and what
the Balanced Scorecard provides, is a method of balancing the accuracy
and integrity of our financial measures with the drivers of future financial
performance of the organization.

The Rising Prominence of Intangible Assets

What a difference 50 or so years can make. Writing in the Harvard Business
Review in 1957, Harvard professor Malcolm P. McNair had this to say about
organizations paying excess attention to their people: “Too much emphasis
on human relations encourages people to feel sorry for themselves, makes it easier
for them to slough off responsibility, to find excuses for failure, to act like children.”®
Can you imagine the reaction business leaders would have to this quote
if it were uttered today? What was your reaction? If you're like most, you
would probably disagree completely with McNair’s pessimistic view and
instead assert the now-prevailing notion that an organization’s people—
its “human capital”—represent the critical enabler in the new economy.
Harvard Business Review editor Thomas Stewart recently captured the essence
of this notion succinctly and powerfully when he said, “The most impor-
tant of all ave ‘soft’ assets such as skills, capabilities, expertise, cultures, loyalties and
50 on. These are the knowledge assets—intellectual capital—and they determine
success or failure.””

In the previous section we discussed some of the limitations financial
measures possess. Given these limitations and the growth in prominence
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of human capital, both business and investment communities are placing
ever-increasing emphasis on nonfinancial indicators of performance. Busi-
ness leaders are now questioning their almost exclusive reliance on finan-
cial data with its historical accuracy and integrity and have begun to look
at the operational drivers of future financial performance: customer sat-
isfaction and loyalty, continuous innovation, and organizational learning,
to name but a few. On the investor side, Wall Street has made it clear that
nonfinancial data matters greatly to valuation and is growing in promi-
nence all the time. A 1999 Ernst & Young study found that “even for large
cap, mature companies, non-financial performance counts.”® One of the
study’s findings suggests that, on average, nonfinancial criteria constitute
35 percent of the investor’s decision. The researchers also found that “the
more non-financial measures analysts use, the more accurate are their earn-
ings forecasts.”? But just what is “human capital,” and why is it important
to the future of the Balanced Scorecard?

Before terms like “human capital,” “intellectual capital,” and “intangible
assets” entered the business lexicon, there was another metaphor sweeping
across organizations: “the employee as asset.” Annual reports, press releases,
and business literature were awash in statements proclaiming the great
value companies placed in their human assets. By recognizing the value
individuals bring to the firm, this metaphor represented a great improve-
ment over the “employee as a cost object” philosophy that lay at the heart
of the downsizing movement of the early 1990s. But consider the defini-
tion of an asset from our accounting studies: an object owned or controlled
by the firm that produces future value and possesses a monetary value.
Do we employees really fit that definition? Another school of thought has
gradually developed that likens the employee more to an investor of
human capital than an asset to be controlled by the organization. Author,
consultant, and Babson college professor Thomas Davenport cogently
describes this new paradigm: “People possess innate abilities, behaviors, personal
energy and time. These elements make wp human capital—the currency people
bring to invest in their jobs. Workers, not organizations, own this human capital

.. and decide when, how, and where they will contribute it.”10 The late Peter
Drucker would label these investors “knowledge workers” and suggest they
hold the key to value creation in the new economy. For the first time in
business history the workers, not the organization, own the means of pro-
duction—the knowledge and capabilities they possess—and they decide
how and where to apply it.

CREATING VALUE IN THE NEW ECONOMY

Consulting organizations offer a compelling example of creating value
from intangible rather than physical assets. Consultants don’t rely heavily
on tangible assets; instead they provide value for clients by drawing on
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relationships with subject matter experts throughout the firm and knowl-
edge from past client experiences to provide innovative solutions. A client
engagement I was involved with provides an example: The clients encoun-
tered a problem in loading data for their new performance measurement
software. Building automatic data interfaces for the software (pulling data
directly from source systems throughout their locations) would require
significant human and financial resources and was not considered a viable
option. The alternative of manual data entry was also deemed unaccept-
able as it would prove a time-consuming and non-value-added activity for
system administrators. Our team was tasked with finding an innovative and
cost-effective solution. We convened a team of experts on various subjects:
the Scorecard software program, the Balanced Scorecard methodology, desk-
top applications such as MS Access and MS Excel, and client data sources.
The newly formed team brainstormed various approaches that would sat-
isfy the criteria of cost efficiency and very limited manual data entry efforts.
In the end we determined our best approach was to build a new data entry
tool in Excel. Data owners would enter their individual data in the spread-
sheet and e-malil it to the system administrator, who would then auto-
matically upload the information into the software. The spreadsheets were
custom designed to contain only those measures for which each owner was
accountable. This solution ensured both criteria were satisfied. The new
system would cost very little to develop and implement and would elimi-
nate manual data entry for system administrators. It wasn’t the physical
assets that led to this innovative solution to a client’s needs, but instead the
skillful combination of an array of knowledge held by the individual team
members.

The situation just described is happening in organizations around the
globe as we make the transition from an economy based on physical assets
to one almost fully dependent on intellectual assets. While this switch is
evident to anyone working in today’s business world, it is also borne out
by research findings of the Brookings Institute. Take a look at Exhibit 1.1,
which illustrates the transition in value from tangible to intangible assets.
Speaking on National Public Radio’s Morning Edition, Margaret Blair of the
Brookings Institute suggests that tangible assets have continued to tumble
in value: “If you just look at the physical assets of the companies, the things that
you can measure with ordinary accounting techniques, these things now account
for less than one-fourth of the value of the corporate sector. Another way of putting
this is that something like 75% of the sources of value inside corporations is not
being measured or reported on their books.”!! If you happen to be employed
in the public sector, you may have noticed that Blair uses the term “cor-
porations” in the quote. Believe me, your organizations are being affected
every bit as much as your corporate counterparts. The challenges repre-
sented by this switch are not going unnoticed in Washington. David M.
Walker, Comptroller General of the United States, said in February 2001
testimony to the U.S. Senate that “human capital management is a pervasive
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Exhibit 1.1 Increasing Value of Intangible Assets in Organizations

1982 1992 Today

75%

62%

38%

challenge in the federal government. At many agencies human capital shortfalls
have contributed to serious problems and risks”12 U.S. President George W. Bush
in his President’s Management Agenda echoes Walker’s comments and adds:
“We must have a Government that thinks differently, so we need to recruit talented
and imaginative people to public service.”'® In yet another demonstration of
the importance of intangible assets, companies are opening the purse strings
for intellectual investments. (On second thought, opening the purse strings
is a bit like saying World War II was a little skirmish, considering the fact
that American companies spend a staggering 36 percent of their revenue
each year on human capital-related investments.!4)

This transition in value creation from physical to intangible assets has
major implications for measurement systems. The financial measurements
that characterize our balance sheet and income statement methods of tab-
ulation were perfectly appropriate for a world dominated by physical assets.
Transactions affecting property, plant, and equipment could be recorded
and reflected in an organization’s general ledger. However, the new econ-
omy with its premium on intangible value-creating mechanisms demands
more from our performance measurement systems. Today’s system must
have the capabilities to identify, describe, monitor, and fully harness the
intangible assets driving organizational success. As we will see throughout
this book, particularly in our discussion of the Employee Learning and
Growth perspective, the Balanced Scorecard provides a voice of strength and
clarity to intangible assets, allowing organizations to benefit fully from their
astronomical potential.

The Strategy Story

Could there possibly exist a more passionately discussed and debated sub-
ject on the business landscape than strategy? While military strategy has been
with us for millennia and continues to influence our thinking—witness
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the ever-popular Art of War by Sun Tzu—business strategy is a relatively
new phenomenon with its greatest contributions arriving in the twentieth
century. Despite its brief tenure, the topic has spawned hundreds of books,
thousands of scholarly articles, and countless gurus each espousing his
version of the holy grail of strategy.

In every facet of my life I've always tried to cut through the clutter and
arrive at the essence of an idea, the pearl of wisdom or nugget of knowl-
edge I can use to effectively direct my energies. If I applied that same
process to the pursuit of strategy’s “one thing” I would surely drive myself
slowly mad. You see, strategy is not a subject that can be ripped apart
at the academic and practical threads to reveal the one right method or
version of the truth. Every reader of this book, if appropriately prodded,
could undoubtedly produce a coherent and cogent definition of “strategy.”
Ultimately we all cherish that spirit of discovery and rightly applaud our
diversity of ideas, but practically, it makes the study of strategy a frustrating
one. Fortunately for all of us, the one thing that pundits from every strategy
corner do agree on is the fact that strategy execution or implementation is
far more important than strategy formation.

During my career I've had the opportunity to sit in on a number of
strategy-setting workshops and have always relished the spirited debates,
the “aha” moments of breathtaking clarity, and of course the ever-present
jugs of coffee and gourmet cookies. The freshly minted strategy emerging
from these often grueling sessions is a justifiably pride-invoking achieve-
ment; however, producing this document is a far cry from actually living
and breathing it day in and day out. But to succeed in any business today,
that is precisely what we must do—bring the strategy to life with the unmis-
takable clarity necessary for everyone in the organization to act on it each
and every day. Let’s face it: We have to execute not only to thrive but simply
to stay alive in a business world in which 84 percent of respondents in
one recent poll said that competition in their industry had significantly
increased in the last five years.!®> And leaders, you know how vital it is to
execute your strategy quickly; an oft-quoted Fortune magazine study from
1999 found that 70 percent of CEO failures came not as a result of poor
strategy but the inability to execute.!6 In fact, a team of researchers recently
discovered that companies, on average, deliver only 63 percent of the finan-
cial performance their strategies promise.!7

The good news is that strategy implementation has been proven to boost
financial fortunes rather significantly; one study suggested a 35 percent
improvement in the quality of strategy implementation for the average
firm was associated with a 30 percent improvement in shareholder value.!8
Unfortunately, many organizations fall off the strategy execution track,
frequently in dramatic fashion. So why does strategy execution prove so
elusive for the typical enterprise? Scorecard architects Robert S. Kaplan
and David P. Norton believe the answer lies in four barriers that must be
surmounted before strategy can be eftectively executed. These barriers are
presented in Exhibit 1.2.
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Exhibit 1.2 Barriers to Implementing Strategy

Only 10% of
organizations
execute their

strategy

Barriers to Strategy Execution

Y NN

Vision Barrier People Barrier Management Barrier Resource Barrier
Only 5% of the Only 25% of 85% of executive 60% of
workforce managers have teams spend less than organizations don’t
understands the incentives linked one hour per month link budgets to
strategy to strategy discussing strategy strategy

Source: Adapted from material developed by Robert S. Kaplan and David P. Norton.

The Vision Barrier The vast majority of employees do not understand
the organization’s strategy. This situation was acceptable at the turn of the
twentieth century, when value was derived from the most efficient use of
physical assets and employees were literally cogs in the great industrial wheel.
However, in the information or knowledge age in which we currently exist,
value is created from the intangible assets—the know-how, relationships,
and cultures existing within the organization. Most companies are still orga-
nized for the industrial era, utilizing command and control orientations that
are inadequate for today’s environment. Why is this the case when all evi-
dence suggests a change is necessary? Former United States Senator and
college professor S. I. Hayakawa introduced a concept known as “cultural
lag” over 50 years ago, and it goes a long way in explaining this organiza-
tional inertia. Hayakawa states, “Once people become accustomed to insti-
tutions, they eventually get to feeling that their particular institutions represent
the only right and proper way of doing things . . . consequently, social orga-
nizations tend to change slowly, and — most important—they tend to exist long
after the necessity for their existence has disappeared, and sometimes even when their
continued existence becomes a nuisance and a danger.”'® Does this remind you
of your company? If your structure is hampering employees’ ability to
understand and act on the firm’s strategy, how can you expect them to
make effective decisions that will lead to the achievement of your goals?

The People Barrier In its 2005 Reward Programs and Incentive Com-
pensation Survey, the Society for Human Resource Management found that
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69 percent of companies offer some form of incentive compensation to
their employees.20 Like most people, I'm a fan of incentive plans because
of the focus and alignment they can drive toward the achievement of a
mutually beneficial goal. However, companies take many liberties when
constructing these plans, and often the designs leave something to be desired.
For example, it’s not at all uncommon for incentive plans to link a cash
award with the achievement of a short-term financial target, such as quar-
terly earnings. In fact, in our meet-the-numbers-or-else culture, this evil
twin of the effective compensation plan springs up frequently in board-
rooms across the globe. When the focus is on achieving short-term financial
targets, clever employees will do whatever it takes to ensure those results
are achieved. This often comes at the expense of creating long-term value
for the firm. Does the name “Enron” or “WorldCom” ring a bell?

The Resource Barrier Sixty percent of organizations don’t link budgets
to strategy. This finding really should not come as a surprise, because most
organizations have separate processes for budgeting and strategic plan-
ning. One group is working to forge the strategy that will lead the firm
heroically into the future, while independently another group is crafting
the operating and capital budgets for the coming year. The problem with
this approach is that, once again, human and financial resources are tied
to short-term financial targets and not long-term strategy. I recall my days
working in a corporate accounting environment for a large company. I was
housed on the same floor as the strategic planners and not only did our
group not liaise regularly with them, we barely even knew them!

The Management Barrier In asad yet humorous commentary on mod-
ern organizational life, a recent poll of U.S. office workers revealed that
41 percent would rather wash their kitchen floors than attend a manage-
ment meeting at their company.2! What exactly is being said at these meet-
ings that employees would rather scrub than attend? Most of the survey
respondents would, if pressed, probably report that the management meet-
ings are just plain boring, and in many cases that is undoubtedly accurate.
With mind-numbing charts and graphs, sleep-inducing commentaries, and
zero conflict, most meetings can be rightly classified as both a waste of time
and, unfortunately, a huge lost opportunity. It certainly doesn’t have to
be that way. When strategy forms the agenda for a management meeting,
new life can be pumped into an antiquated institution, instantly changing
the dynamic from dull and rote presentations to stimulating debate and
discussion on the factors driving the firm forward. We’ll return to this stim-
ulating topic in Chapter Ten.

How does your executive team spend its time during monthly or quar-
terly reviews? If the team is like teams in most organizations, members
probably spend the majority of their time analyzing financial results and
looking for remedies to the “defects” that occur when actual results do not
meet budget expectations. A focus on strategy demands that executives spend
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their time together moving beyond the analysis of defects to a deeper
understanding of the underlying value-creating or destroying mechanisms
in the firm.

THE BALANCED SCORECARD

As the preceding discussion indicates, organizations face many hurdles in
developing performance measurement systems that truly monitor the right
things. What is required is a system that balances the historical accuracy
of financial numbers with the drivers of future performance, while simul-
taneously harnessing the power of intangible assets and of course assist-
ing organizations in implementing their differentiating strategies. The
Balanced Scorecard is the tool that answers this complex triad of challenges.
In the remainder of this chapter we will begin our exploration of the Bal-
anced Scorecard by discussing its origins, reviewing its conceptual model,
and considering what separates the Balanced Scorecard from other systems.

Origins of the Balanced Scorecard

The Balanced Scorecard was developed by two men, Robert Kaplan, an
accounting professor at Harvard University, and David Norton, a consul-
tant also from the Boston area. In 1990 Kaplan and Norton led a research
study of a dozen companies exploring new methods of performance mea-
surement. The impetus for the study was a growing belief that financial
measures of performance were ineffective for the modern business enter-
prise. The study companies, along with Kaplan and Norton, were convinced
that a reliance on financial measures of performance was affecting their
ability to create value. The group discussed a number of possible alterna-
tives but settled on the idea of a Scorecard featuring performance measures
capturing activities from throughout the organization—customer issues,
internal business processes, employee activities, and, of course, shareholder
concerns. Kaplan and Norton labeled the new tool the Balanced Scorecard
and later summarized the concept in the first of several Harvard Business
Review articles, “The Balanced Scorecard—Measures that Drive Perform-
ance.”??

Over the next four years a number of organizations adopted the Bal-
anced Scorecard and achieved immediate results. Kaplan and Norton
discovered these organizations were not only using the Scorecard to com-
plement financial measures with the drivers of future performance but were
also communicating their strategies through the measures they selected for
their Balanced Scorecard. As the Scorecard gained prominence with orga-
nizations around the globe as a key tool in strategy implementation, Kaplan
and Norton summarized the concept and the learning to that point in their
1996 book, The Balanced Scorecard.?®
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Since that time the Balanced Scorecard has been adopted by over half
of all Fortune 1000 organizations. The momentum continues unabated,
with companies large, medium, and small taking full advantage of the tool’s
profound simplicity and unmistakable effectiveness. Once considered the
exclusive domain of the for-profit world, the Balanced Scorecard has been
translated and effectively implemented in both the nonprofit and public
sectors. These organizations have learned that by slightly modifying the
Scorecard framework, they can demonstrate to their constituents the value
they provide and the steps being taken to fulfill their important missions.
So widely accepted and effective has the Scorecard been that the Harvard
Business Review recently hailed it as one of the 75 most influential ideas of
the twentieth century. Does all this whet your appetite for more? Let’s now
turn our attention to the tool itself and see what makes up the Balanced
Scorecard.

What Is a Balanced Scorecard?

We can describe the Balanced Scorecard as a carefully selected set of quan-
tifiable measures derived from an organization’s strategy. The measures
selected for the Scorecard represent a tool for leaders to use in commu-
nicating to employees and external stakeholders the outcomes and per-
formance drivers by which the organization will achieve its mission and
strategic objectives. A simple definition, however, cannot tell us everything
about the Balanced Scorecard. In my work with many organizations and
research into best practices of Scorecard use, I see this tool as three things:
communication tool, measurement system, and strategic management
system. (See Exhibit 1.3.) In the next few sections we will take a look at
each of these Scorecard uses, but first let’s consider perhaps the most
fundamental aspect of the Balanced Scorecard: the four perspectives of
performance.

Balanced Scorecard Perspectives

The etymology of the word “perspective” is from the Latin perspectus, “to
look through” or “see clearly,” which is precisely what we aim to do with
a Balanced Scorecard: examine the strategy, making it clearer through
the lens of different viewpoints. Any strategy, to be effective, must contain
descriptions of financial aspirations, markets served, processes to be con-
quered, and, of course, the people who will steadily and skillfully guide
the company to success. Thus, when measuring our progress, it would make
little sense to focus on just one aspect of the strategy when in fact as
Leonardo da Vinci reminds us, “Everything is connected to everything else”%*
An accurate picture of strategy execution, it must be painted in the full
palette of perspectives that comprise it; therefore, when developing a
Balanced Scorecard, we consider these four: Customer, Internal Processes,
Employee Learning and Growth, and Financial.
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Exhibit 1.3 What Is the Balanced Scorecard?

Communication
Tool

Measurement
System

Strategic
Management
System

When building your Balanced Scorecard, or later, when it is up and
running, you may slip and casually remark on the four “quadrants” or
four “areas,” but as seemingly inconsequential as this slip of the tongue
appears, I believe it has serious ramifications. Take, for example, the word
“quadrant”: the Oxford English Dictionary begins its definition by describing
it as a quarter of a circle’s circumference. The word reflects the number four
and in that sense is almost limiting to the flexible approach inherent in
the Scorecard. You may wish to have five perspectives or only three. With
its focus on viewing performance from another point of view, the word
“perspective” is far more representative of the spirit of the Balanced Score-
card, and I encourage you to be disciplined in the use of this term. Now

let’s take a brief tour of those four perspectives.

Customer Perspective When choosing measures for the Customer per-
spective of the Scorecard, organizations must answer three critical questions:
Who are our target customers? What is our value proposition in serving
them? and What do our customers expect or demand from us? Sounds
simple enough, but each of these questions offers many challenges to orga-
nizations. Most organizations will state that they do in fact have a target
customer audience, yet their actions reveal an “all things to all customers”
strategy. As strategy guru Michael Porter has taught, this lack of focus will
prevent an organization from differentiating itself from competitors. Choos-
ing an appropriate value proposition poses no less of a challenge to most
firms. Many will choose one of three “disciplines” articulated by Treacy and

Wiersema in The Discipline of Market Leaders:25
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1. Operational excellence. Organizations pursuing an operational excel-
lence discipline focus on low price, convenience, and often “no frills.”
Wal-Mart provides a great representation of an operationally excellent
company.

2. Product leadership. Product leaders push the envelope of their firm’s
products. Constantly innovating, they strive to offer simply the best
product in the market. Sony is an example of a product leader in the
field of electronics.

3. Customer intimacy. Doing whatever it takes to provide solutions for unique
customer’s needs defines customer-intimate companies. They don’t look
for one-time transactions but instead focus on long-term relationship
building through their deep knowledge of customer needs. In the retail
industry, Nordstrom epitomizes the customer-intimate organization.

Regardless of the value discipline chosen, this perspective will normally
include measures widely used today: customer satisfaction, customer loyalty,
market share, and customer acquisition, for example. Equally as impor-
tant, the organization must develop the performance drivers that will lead
to improvement in these “lag” indicators of customer success. Doing so
will greatly enhance your chances of answering our third question for this
perspective: What do our customers expect or demand from us? In Chap-
ters Four and Five we will take a closer look at the Customer perspective
and identify what specific steps your organization should take to develop
customer objectives and measures.

Internal Process Perspective In the Internal Process perspective of the
Scorecard, we identify the key processes the firm must excel at in order
to continue adding value for customers and ultimately shareholders. Each
of the customer disciplines just outlined will entail the efficient operation
of specific internal processes in order to serve customers and fulfill our
value proposition. Our task here is to identify those processes and develop
the best possible objectives and measures with which to track progress. To
satisfy customer and shareholder expectations, you may have to identify
entirely new internal processes rather than focusing your efforts on the
incremental improvement of existing activities. Product development, pro-
duction, manufacturing, delivery, and postsale service may be represented
in this perspective.

Many organizations rely heavily on supplier relationships and other
third-party arrangements to serve customers effectively. Such organizations
should consider developing measures in the Internal Process perspective
to represent the critical elements of those relationships. We will examine
the development of performance objectives and measures for Internal
Processes in greater depth in Chapters Four and Five.

Employee Learning and Growth Perspective If you want to achieve ambi-
tious results for internal processes, customers, and ultimately shareholders,
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where are these gains found? The objectives and measures in the Employee
Learning and Growth perspective of the Balanced Scorecard are really
the enablers of the other three perspectives. In essence, they are the foun-
dation upon which the Balanced Scorecard is built. Once you identify
objectives, measures, and related initiatives in your Customer and Internal
Process perspectives, you can be certain of discovering some gaps between
your current organizational infrastructure of employee skills (human cap-
ital), information systems (informational capital), and the environment
required to maintain success (organizational capital). The objectives and
measures you design in this perspective will help you close that gap and
ensure sustainable performance for the future.

As with the other three perspectives of the Scorecard, we would expect
a mix of core outcome (lag) measures and performance drivers (lead mea-
sures) to represent the Employee Learning and Growth perspective. Employee
skills, employee satisfaction, availability of information, and alignment
could all have a place in this perspective. Many organizations I've worked
with struggle in the development of Learning and Growth measures. It
is normally the last perspective to be developed. Perhaps the teams are
intellectually drained from their earlier efforts of developing new strate-
gic measures, or they simply consider this perspective “soft stuft ” best left
to the Human Resources group. No matter how valid the rationale seems,
this perspective cannot be overlooked in the development process. As I
mentioned, the measures you develop in this perspective are the enablers
of all other measures on your Scorecard. Think of them as the roots of a
tree that will ultimately lead through the trunk of internal processes to the
branches of customer results and finally to the leaves of financial returns.
We will return to this important topic in Chapters Four and Five.

Financial Perspective Financial measures are a critical component of the
Balanced Scorecard, especially so in the for-profit world. The objectives
and measures in this perspective tell us whether our strategy execution—
which is detailed through objectives and measures chosen in the other per-
spectives—is leading to improved bottom-line results. We could focus all
of our energy and capabilities on improving customer satisfaction, quality,
on-time delivery, or any number of things, but without an indication of
their effect on the organization’s financial returns, they are of limited
value. We normally encounter classic lagging indicators in the Financial
perspective. Typical examples include profitability, revenue growth, and
asset utilization. As with the other three perspectives, we will have another
look at financial objectives and measures during Chapters Four and Five.

The Balanced Scorecard as a Communication Tool: Strategy Maps

Earlier in the chapter I noted that Harvard Business Review had cited the
Balanced Scorecard as one of the 75 most influential business ideas of the
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twentieth century. So how does a management tool ascend to such a lofty
position when hundreds of others are relegated to has-been and flavor-
of-the-month status? First and foremost, the Balanced Scorecard has been
proven to generate results for thousands of organizations in private, public,
and nonprofit fields of endeavor. This efficacy would seem a prerequisite
of any tool destined to reach the pantheon of business systems. Dig a little
deeper, however, and you find another equally compelling rationale for
the Balanced Scorecard’s continued growth: its continued growth. Perhaps
“evolution” is a more suitable description. Brought into the world by Kap-
lan and Norton as a methodology to tame the power of financial metrics
run amok, the Balanced Scorecard soon evolved into a system capable
of bridging short-term leadership action with long-term strategy through
links to such processes as budgeting and compensation. This discovery
heralded a new chapter in its life and beckoned thousands of additional
organizations to heed the call. But quite possibly the most powerful evo-
lutionary leap in the Balanced Scorecard’s life has been from measurement
system to strategy communication device through the advent of the Strategy
Map.

The subtitle of Kaplan and Norton’s first Balanced Scorecard book is
Tramslating Strategy into Action, which is exactly what you’ll accomplish by cre-
ating performance measures to track the execution of your one-of-a-kind
game plan for success. But creating effective performance measures that
serve as true barometers of strategy and performance is tough sledding.
Just imagine opening the three-ring binder housing your 50-page busi-
ness strategy with the task of translating the contents into a coherent set
of measures that indicate whether you've actually taken the proverbial hill.
Even if it’s a two-page strategy pamphlet, the chore is an onerous one since
even the most well-conceived and carefully crafted strategies are bound
to contain at least a portion of ambiguous terms like “customer service”
or “product development.” Early Balanced Scorecard adopters faced this
challenge and found themselves instinctively spanning the strategy/mea-
sures chasm with a discussion of objectives, or what needed to be done well
in order to implement the essence of the strategy. So instead of beginning
with “How do we measure this strategy?” they uncorked the process by
asking “What do we need to do well in order to execute?” Parsing the task
in this way allowed users to add a necessary layer of granularity to the strat-
egy, ultimately rendering the job of measures creation significantly simpler.
For example, if the strategy devoted a section to new product development,
stressing the need to bring new products to market at a faster rate than
competitors, this narrative was translated into the simple objective of
“Accelerate new product development,” which may be accurately measured
by the new product development life cycle.

As with any esoteric business tool, the Balanced Scorecard has a lexi-
con all its own, and I've distinguished between two key terms in the last
paragraph: “objective” and “measure.” This is a critical distinction and one
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you must master if you hope to create a Scorecard that accurately describes
your strategy and brings it to life for those charged with the responsibility
of executing it on a day-to-day basis: your employees. An “objective” is
a succinct statement, normally beginning with a verb, describing what
we must do well in each of the four perspectives in order to implement
our game plan. Examples vary widely but could include: “Increase profit
margins,” “Improve service delivery time,” “Reduce emissions,” and “Close
our skills gap.” Strategy Maps are comprised entirely of objectives. Track-
ing our success in achieving the objective is the domain of the measure,
a (typically) quantitative device used to monitor progress.

For those of you who grapple with an issue best by first defining it, let’s
try this one for Strategy Maps: a one-page graphical representation of what
you must do well in each of the four perspectives in order to execute your
strategy successfully. We’re not taking any measurements in the Strategy
Map; there’s no tallying of results here. Instead we’re communicating to
all audiences, internal and external, what we must do well if we hope to
achieve our ultimate goals. Hence the description of the Strategy Map as
a powerful communication tool, signaling to everyone within the enter-
prise what must occur should they hope to beat the almost overwhelming
odds of strategy execution. So why do we use the term “map”? Why not a
more mundane moniker, such as “strategy sheet” or “must-do” list? A map
guides us on our journey, detailing pathways to get us from point A to point
B, ultimately leading us to our chosen destination. So it is with a Strategy
Map; we are defining causal pathways weaving through the four perspec-
tives that will lead us to the implementation of our strategy. We’ll return
to the exciting world of Strategy Maps in Chapter Four, where you’ll discover
how to create a document that brings your strategy to life with dazzling
clarity and allows you to flex your creative muscles to a degree rarely seen
in the corporate world. Exhibit 1.4 presents a sample Strategy Map.

The Balanced Scorecard as a Measurement System

When Kaplan and Norton initially conceived the Balanced Scorecard, they
were attempting to solve a problem of measurement: How do we acknowl-
edge the importance of financial metrics in decision making and business
success while also recognizing the rapid rise of intangible assets and their
critical importance to the overall recipe for organizational success? Their
answer to this quandary lay in the development of measures in each of
four distinct yet related perspectives of performance: Financial, Customer,
Internal Processes, and Employee Learning and Growth. Kaplan and Nor-
ton rightly hypothesized that financial measures will always remain a vital
part of any enterprise’s attempts to gain an accurate picture of its perfor-
mance, but those measures must be balanced by indicators demonstrating
how those financial yardsticks will be maximized.
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Measures for the Balanced Scorecard are derived from the objectives
appearing on the Strategy Map, which itself serves as a direct and clarify-
ing translation of the organization’s strategy. These two links in the chain
of success remind me of the old song “Love and Marriage”: You can’t have
one without the other. A Strategy Map may prove to be the most inspi-
rational document you’ve ever produced, but without the accountability
and focus afforded by accompanying performance measures, its value
is specious to say the least. Conversely, performance measures serve as
powerful monitoring devices, but without the benefit of a clear and com-
pelling Strategy Map, much of their contextual value is lost. It would not
be an exaggeration to suggest that measurement is at the very heart of the
Balanced Scorecard system; it’s in the tool’s very DNA, and has been from
its inception in 1990. Strategy Maps communicate the strategic destina-
tion, while performance measures housed within the Balanced Scorecard
monitor the course, allowing us to ensure we remain on track. We’ll return
to the vital concept of measurement in Chapter Five.

The Balanced Scorecard as a Strategic Management System

For many organizations that are highly skilled in the art of the Balanced
Scorecard, the system, besides communicating strategy and measuring
progress, serves as what Kaplan and Norton have described as a “Strate-
gic Management System.”26 While the original intent of the Scorecard sys-
tem was to balance historical financial numbers with the drivers of future
value for the firm, as more and more organizations experimented with
the concept, they found it to be a critical tool in aligning short-term actions
with strategy. Used in this way, the Scorecard alleviates many of the issues
of effective strategy implementation discussed earlier in the chapter. Let’s
revisit those barriers and examine how the Balanced Scorecard may in fact
remove them.

Overcoming the Vision Barrier through the Translation of Strategy
The Balanced Scorecard is ideally created through a shared understand-
ing and translation of the organization’s strategy into objectives, measures,
targets, and initiatives in each of the four Scorecard perspectives. The
translation of vision and strategy forces the executive team to determine
specifically what is meant by often vague and nebulous terms contained
in vision and strategy statements, such as: “best in class,” “superior service,”
and “targeted customers.” Through the process of developing a Strategy
Map and Scorecard, an executive group may determine that “superior ser-
vice” means 95 percent on-time delivery to customers. All employees can
now focus their energies and day-to-day activities toward the crystal-clear
goal of on-time delivery rather than wondering about and debating the
definition of “superior service.” By using the Balanced Scorecard as a
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framework for translating the strategy, these organizations create a new
language of measurement that serves to guide all employees’ actions toward
the achievement of the stated direction.

Not only is strategy brilliantly illuminated for employees, but the Score-
card can direct its laserlike focus to another topic much in the spotlight
these days: corporate governance. Unless you've been living in a cave for
the past four years, and with the price of houses in most of the United
States that may have been a prudent shelter strategy, you are no doubt well
aware of the unethical and often illegal shenanigans that have become all
the rage in the corporate world. For most of 2002 and 2003 the Wall Street
Journal read more like the FBI's most wanted list than a quotidian busi-
ness journal. Needless to say, all of this malfeasance severely rattled the
often chummy cages of the governance world, with cries for reform resulting
in the costly Sarbanes-Oxley Act of 2002. The legislation, critics notwith-
standing, has made substantial inroads in the fight to establish fair and
transparent reporting standards, but it is clear that should boards of directors
expect to fulfill their duties, they need additional insight into the value-
creating and destroying mechanisms at play within the corridors of their
charges. Once again, the Balanced Scorecard rises to this challenge, with
board Balanced Scorecards increasing in number and prominence in recent
years. In Chapter Nine we will return to this topic of emerging interest and
unquestionable importance.

Cascading the Scorecard Overcomes the People Barrier To implement
any strategy successfully, it must be understood and acted upon by every
level of the firm. Cascading the Scorecard means driving it down into the
organization and giving all employees the opportunity to demonstrate how
their day-to-day activities contribute to the company’s strategy. All orga-
nizational levels distinguish their value-creating activities by developing
Scorecards that link to the high-level corporate objectives. By cascading
you create a line of sight from the employee on the shop floor back to the
executive boardroom. Some organizations have taken cascading all the way
down to the individual level with employees developing personal Balanced
Scorecards that define the contribution they will make to their team in
helping it achieve overall objectives. In Chapter Seven we will take a closer
look at the topic of cascading and discuss how you can develop aligned
Scorecards throughout your organization.

Rather than linking incentives and rewards to the achievement of short-
term financial targets, managers now have the opportunity to tie their team,
department, or business unit’s rewards directly to the areas in which they
exert influence. All employees can now focus on the performance drivers
of future economic value and what decisions and actions are necessary to
achieve those outcomes. Chapter Nine will outline strategies for the linkage of
Balanced Scorecard results to compensation.
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Strategic Resource Allocation Overcomes the Resource Barrier When
discussing the resource barrier, we noted that most companies have separate
processes for budgeting and strategic planning. Developing your Balanced
Scorecard provides an excellent opportunity to tie these important processes
together. When we create a Balanced Scorecard, we not only think in terms
of objectives, measures, and targets for each of our four perspectives, but
just as critically we must consider the initiatives or action plans we will put
in place to meet our Scorecard targets. If we create long-term stretch
targets for our measures, we can then consider the incremental steps along
the path to their achievement. The human and financial resources nec-
essary to achieve Scorecard targets should form the basis for the devel-
opment of the annual budgeting process. No longer will departments and
business units submit budget requests that simply take last year’s amount
and add an arbitrary 5 percent. Instead the necessary costs (and profits)
associated with Balanced Scorecard targets are clearly articulated in their
documents. This enhances executive learning about the strategy as the
group is now forced (unless it has unlimited means) to make tough choices
and trade-offs regarding which initiatives to fund and which to defer.

The building of a Balanced Scorecard also affords you a great oppor-
tunity to critically examine the current myriad initiatives taking place
in your organization. When I begin working with a new client as a consul-
tant, one of the laments I hear repeatedly from front-line employees is
“Oh no, another new initiative!” Many executives have pet projects and
agendas they hope to advance, often with little thought of the strategic
significance of such endeavors. More worrisome is the potential for ini-
tiatives from different functional areas to work against one another. Your
Marketing Department may be attempting to win new business through
an aggressive marketing campaign, while independently your Human
Resources group has just launched a new incentive program rewarding the
Sales staff for repeat business with existing customers. Should the Sales
team focus on winning new customers or nurturing current relationships?
Initiatives at every level of the organization and from every functional area
must share one common trait: a linkage to the firm’s overall strategic goals.
The Balanced Scorecard provides the lens for making this examination.
Once you've developed your Scorecard, you should review all the initia-
tives currently under way in your organization and determine which are
truly critical to the fulfillment of your strategy and which are merely
consuming valuable and scarce resources. Obviously the resource savings
are beneficial, but more important, you signal to everyone in the organi-
zation the critical factors for success and the steps you are taking to achieve
them. Chapter Eight is devoted to a greater review of this topic and provides
guidance on how you can link your budgets to strategy.

Strategic Learning Overcomes the Management Barrier In the rapidly
changing business environment most of us face, we need more than an
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analysis of actual versus budget variances to make strategic decisions.
Unfortunately, many management teams spend their precious time together
discussing variances and looking for ways to correct these “defects.” The
Balanced Scorecard provides us with the necessary elements to move away
from this paradigm to a new model in which Scorecard results become a
starting point for reviewing, questioning, and learning about our strategy.

Enter the strategy-centered management meeting anchored by Balanced
Scorecard results as its agenda. Ushered away are the cudgels of criticism
and blame as poor results are paraded in front of head-nodding attendees.
They are replaced with a spirit of discovery and learning as strategy takes
center stage. In these sessions churlish commentaries focused on defects
are replaced by a sincere desire to dig deeper, invest more intellectual energy,
and question results as they relate to the strategic journey stretching out
in front of the organization. The process is aided significantly by wizard-
like software tools that perform all manner of tabulations at the click of a
mouse. Snazzy, yes, but these tools are entirely necessary to guide discus-
sions and perform meaningful analysis, as we shall discover in Chapter Ten.

TELLING YOUR STRATEGIC STORY
THROUGH CAUSE AND EFFECT

Perhaps the best thing about writing a second edition of this book is the
opportunity to update my thinking on certain aspects of the model based
on current research, best practices, and, of course, my field experience
gained through numerous consulting engagements. Cause-and-effect link-
ages are one tenet of the Balanced Scorecard that has received a signifi-
cant amount of my cognitive energy over the past several years, and my
view has altered somewhat from what was presented in the first edition of
this text. In 2001 I wrote: “What really separates the Balanced Scorecard
from other performance management systems is the notion of cause and
effect.” While I still believe cause and effect is an important consideration
when crafting both a Strategy Map and performance measures to appear
on a Balanced Scorecard, as with most things, there is a wide spectrum
of commitment to the idea in practice. It will serve you well to understand
both the advantages and limitations of the idea. Let’s begin by leveling the
playing field with a discussion of what cause and effect is all about, then tran-
sition into what is taking place within organizations adopting the Balanced
Scorecard.

Cause and Effect in Theory

The best strategy ever conceived is simply a hypothesis developed by
its creators. It represents their best guess as to an appropriate course of
action, given their knowledge of information concerning the environment,
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competencies, competitive positions, and so on. What is needed is a method
to document and test the assumptions inherent in the strategy. The
Balanced Scorecard allows us to do just that. A well-designed Balanced
Scorecard should describe your strategy through the objectives appearing
on the Strategy Map and measures you have chosen for your scorecard.
These measures should link together in a chain of cause-and-effect rela-
tionships from the performance drivers in the Employee Learning and
Growth perspective all the way through to improved financial performance
as reflected in the Financial perspective. We are attempting to document
our strategy through measurement, making the relationships between the
measures explicit so they can be monitored, managed, and validated.

Here is a typical example of cause and effect: Let’s say your organiza-
tion is pursuing a growth strategy. You therefore determine that you will
measure revenue growth in the Financial perspective of the scorecard. You
hypothesize that loyal customers providing repeat business will result
in greater revenues so you measure customer loyalty in the Customer per-
spective. How will you achieve superior levels of customer loyalty? Now
you must ask yourself what internal processes the organization must excel
at in order to drive customer loyalty and ultimately increased revenue. You
believe customer loyalty is driven by your ability to continuously innovate
and bring new products to the market, and therefore you decide to mea-
sure new product development cycle times in the Internal Process per-
spective. Finally you have to determine how you will improve cycle times.
Investing in employee training on new development initiatives may even-
tually lower development cycle time and is then measured under the
Employee Learning and Growth perspective of the Balanced Scorecard.
This linkage of measures throughout the Balanced Scorecard is constructed
with a series of if-then statements: If we increase training, then cycle times
will lower. If cycle times lower, then loyalty will increase. If loyalty increases,
then revenue will increase. When considering the linkage between mea-
sures, we should also attempt to document the timing and extent of the
correlations. For example, do we expect customer loyalty to double in the
first year as a result of our focus on lowering new product development cycle
times? Explicitly stating the assumptions in our measure architecture makes
the Balanced Scorecard a formidable tool for strategic learning.

Cause and Effect in Practice

Theoretically, the idea of cause and effect is very seductive—it’s simple
to grasp and promises great rewards in the form of strategic insight when
implemented with care. But out in the real world of Balanced Scorecard
usage, are companies availing themselves of this option? The answer, it
would appear, is no. In one recent study of performance measurement
practices, the authors discovered that of 157 companies surveyed, only 23
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percent consistently built and verified causal models.2” This despite the
fact that return on assets was 2.95 percent higher and return on equity 5.14
percent higher in those organizations using causal models.

While no conclusive evidence exists to explain the dearth of companies
investing in cause-and-effect modeling, here is one possible explanation.
Many pundits, particularly statisticians, would suggest it is difficult if not
impossible to prove causation between two performance measures. Cor-
relation—either positive or negative movement in tandem —perhaps, but
pure causation, stating that one measure drives the other, probably not.
For example, let’s say you've hypothesized a cause-and-effect link between
employee training in the Employee Learning and Growth perspective and
the number of manufacturing defects in the Internal Processes perspec-
tive. Logically, this relationship makes sense; trained employees should have
a higher skill level and thus be able to limit defects on the line. In actual
practice, however, problems in manufacturing may result from dozens of
factors, including machine failures, supplier quality issues, and computer
malfunctions. This lack of scientific rigor may be enough to deter many
organizations from pursuing a pure cause-and-effect linkage model when
creating their Balanced Scorecard.

What’s Really Important Is Telling Your Story?28

Robert McKee is a man who knows a thing or two about telling a story. You
may not know his name, but I'm certain you’ll recognize some of the works
produced by his students: Forrest Gump, The Color Purple, Toy Story, and Erin
Brokovich, just to name a few. McKee is arguably the world’s greatest screen-
writing coach, and the 18 Academy Awards, 109 Emmys, and 19 Writers
Guild Awards won by his protégés are very solid testimony to that asser-
tion. In a recent interview McKee discussed the very real necessity of intro-
ducing the art of storytelling in a business context. As he puts it, 4 big part
of a CEQ’s job is to motivate people to reach certain goals. To do that he or she
must engage their emotions, and the key to their hearts is a story . . . if you can
harness imagination and the principles of a well-told story, then you get people
rising to their feet amid thunderous applause instead of yawning and ignoring
you.”?9

The objectives and measures appearing on your Strategy Map and
Balanced Scorecard can tell your strategic story. All of the elements you need
to create a compelling and dramatic story are present: customers, processes,
people, and finances. Your job is to creatively link the objectives in a man-
ner that both tells a spellbinding story and allows you to garner additional
insights about your business. To do that, it’s not necessary to create com-
plex cause-and-effect models that would make an econometrics professor
proud; you simply need the creativity and acumen to craft a story that works
on two levels: entertainment and business logic.
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Consider for a moment two possible scenarios for presenting corporate
objectives to your employee base. In the first case your CEO goes to the
front of the room, directs the audience’s attention to a series of PowerPoint
slides, and dutifully walks them through each chart with exacting preci-
sion and detail. My eyes are rolling back in my head as I write that. Con-
trast that with your CEO telling the story of your company: the strategic
destination of financial success, the customer outcomes that will fuel that
success, the key processes driving results for customers, and the enabling
infrastructure setting the foundation for it all. The linkages among the
perspectives bring the story to life, demonstrating that your business is
not a series of disparate elements but is actually a powerful and cohesive
system that, if working seamlessly, is geared for success.

I've seen cause and effect take many forms. Some organizations draw
links between practically every objective appearing on their map. I call
these graphical nightmares “spaghetti diagrams.” At the other end of
the spectrum are maps with virtually no cause-and-effect relationships
whatsoever. For those of you thinking you’ll probably come down in the
middle on this debate and create fairly simple cause-and-effect models,
emphasizing the relationships among the perspectives, take heart. Simple
modeling certainly does not preclude you from enjoying great success
with the Balanced Scorecard. Many leading scorecard adopters exhibit very
limited cause and effect among objectives while still garnering tremendous
focus, alignment, and improved resource allocation decisions from their
work. In my opinion, the key linkages you should consider articulating
on the map and in the scorecard are between the Internal Process and
Customer perspectives. In many ways the objectives appearing in the Em-
ployee Learning and Growth perspective are the enablers of everything
you’re attempting to achieve; thus they may not warrant one-to-one con-
nections with other sections of the map. However, the link between processes
and customers is key, as it is here we signal two major transitions: from
internal (employees, climate, processes) to external (customers) and from
intangible (skills and knowledge, etc.) to tangible (customer outcomes and
financial rewards). Customer outcomes signal the “what” of strategic exe-
cution, and Internal Process supplies the “how.” Every organization should
make an effort to explicitly document this equation, articulating specifi-
cally how it expects to transform its unique capabilities and infrastructure
into revenue-producing results.

KEEP IN MIND

e The Balanced Scorecard assists organizations in overcoming three fun-
damental problems: effectively measuring organizational performance,
tracking and exploiting the value of intangible assets, and successfully
implementing strategy.
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Traditionally, the measurement of business has been financial. However,
our reliance on financial measures of performance has come under crit-
icism in recent years. Critics suggest financial measures are not consistent
with today’s business environment, lack predictive power, reinforce func-
tional silos, may sacrifice long-term thinking, and are not relevant to
many levels of the organization.

Approximately 75 percent of value created in organizations arises from
intangible assets. The Balanced Scorecard provides a mechanism for
monitoring, evaluating, and fully exploiting these critical drivers of
success.

Successfully implementing strategy is another key issue facing the enter-
prise. Four barriers to strategy implementation exist for most organiza-
tions: a vision barrier, people barrier, resource barrier, and management
barrier.

The Balanced Scorecard balances the historical accuracy and integrity
of financial numbers with the drivers of future success. The framework
enforces a discipline around strategy implementation by challenging
executives to carefully translate their strategies into objectives, measures,
targets, and initiatives in four balanced perspectives: Customer, Internal
Processes, Learning and Growth, and Financial.

A Strategy Map is a one-page graphical representation of what the orga-
nization must do well in each of the four perspectives if it hopes to
execute its strategy. Strategy Maps are comprised of objectives and serve
as a powerful communication tool for all of a company’s many stake-
holders.

While originally designed in 1990 as a measurement system, the Bal-
anced Scorecard has evolved into a strategic management system for
those organizations that fully utilize its many capabilities. Linking the
Balanced Scorecard to key management processes, such as budgeting,
compensation, and alignment, helps overcome the barriers to implement-
ing strategy.

Strategy Maps of objectives and Balanced Scorecards of measures can
be used to tell the organization’s strategic story by utilizing the concept
of cause and effect—demonstrating relationships among objectives and
measures throughout the four perspectives. Complex cause-and-effect
modeling is not a prerequisite to gaining the many benefits offered by
the Balanced Scorecard.
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CHAPTER 2

Getting Started

Roadmap for Chapter Two Victor Hugo once said, “He who every morn-
ing plans the transaction of the day and follows out that plan, carries a
thread that will guide him through the maze of the most busy life. But
where no plan is laid, where the disposal of time is surrendered merely to
the chance of incidence, chaos will soon reign.” If that’s a little too long
for you to commit to memory, try this one, which was posted on the wall
of a former colleague: “Plan your work, work your plan, your plan will
work.” The point is this: Before we can develop and implement a Balanced
Scorecard, we have to diligently plan the campaign ahead. A number of
elements of the implementation must be considered long before any objec-
tives are drafted or metrics are debated. In this chapter we’ll take a careful
look at each of the building blocks of a successful Balanced Scorecard
implementation. Specifically we’ll explore developing a guiding rationale
for your Balanced Scorecard project by answering the question “Why are
we building a Balanced Scorecard?”; determining where to begin your
efforts; understanding the importance of executive sponsorship and how
to secure it; building an effective team to carry out the work ahead; con-
structing a development plan for the Balanced Scorecard; and, finally,
strategies for communicating the Balanced Scorecard. Along the way key
pitfalls to avoid and strategies for your success will be provided to ensure
your implementation gets off to a great start.

FIRST THINGS FIRST: WHY ARE YOU
DEVELOPING A BALANCED SCORECARD?

I can still remember that morning two summers ago. Before the alarm had
a chance to shake me from my slumber I jumped out of bed with a great
sense of anticipation, stemming from the fact that I was to begin a Score-
card engagement with a new public sector client that day. After a hearty
breakfast of grapefruit and toast (my grandfather’s favorite), I opened my
front door and took a couple of steps toward my car when it hit me—some-
thing you rarely feel in Southern California—humidity. Not the stifling,
barely drag one foot in front of the other kind of humidity you get in say

31
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New Orleans, but a warm and damp enough sensation for me to audibly utter:
“Hmmm, strange.” But as it turns out my morning was to get even stranger.

When I arrived at the client’s location the standard pleasantries were
exchanged, and soon after I was ushered into a large conference room where
I was plunked down at the head of the U-shaped table and introduced to
the suspicious looking crowd as their Balanced Scorecard consultant. As my
host enthusiastically outlined my background I thought to myself: “Two
minutes into this and we’re off the page already.” I was sure he was going
to reach a crescendo that would go something like, “Now join me in wel-
coming Paul as he tells us all about the Balanced Scorecard,” but just as the
humidity had jolted me earlier that morning his next move caught me oft
guard as well. He did introduce me, but to my pleasant surprise, then kept
the floor himself for the next fifteen minutes as he regaled the crowd with
pledge after pledge of his commitment to the Balanced Scorecard: “The
Balanced Scorecard is the most important initiative we’ll be pursuing this
year.” “I'm putting the full weight of my office behind this.” “I expect you
to give Paul your full cooperation as he assists us in this critical endeavor.”
I could barely contain myself; as we’ll learn in the next section on execu-
tive sponsorship, this sort of promotion for the Scorecard is pure gold and
he was in full oratorical sail with no provocation from me. The only concern
I had, one that was coming from that little voice within me, the one that
has seen its share of good and bad Scorecard implementations, was the fact
that while his cheerleading skills were second to none he never really did
come right out and say why the Balanced Scorecard was so important to the
organization.

Two months into the engagement, things were sputtering like the engine
of my first car. As hard as we tried to engage people, they just didn’t seem
inclined to get on board with us. Finally, after considering every logical text-
book intervention, I simply began directly asking people why they were
hesitant to participate. After some gentle prodding the truth emerged. In
the absence of a “why” from their leader, the grapevine quickly took over
the communication challenge and plugged in “for layoffs” as the reason
behind the Balanced Scorecard. That notion spread like wildfire; soon no-
body wanted to play ball when stepping up to the plate might just hasten
the end of your employment. It took us weeks of communication and
education to get the real impetus for the Balanced Scorecard out on the table
and grudgingly accepted by a still largely incredulous rank and file. The
executive who discovered the Balanced Scorecard felt it was the perfect tool
to create alignment around the organization’s new customer intimacy strat-
egy, but his failure to state that in terms that everyone could rally around
ultimately cost him the hearts, if not the minds, of most of his employees.

Answering the Question: Why Balanced Scorecard and Why Now?

We live in a world that has been characterized as one of “excess access.”! When
I read that pithy little phrase, I suddenly felt as if I was surrounded by a
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choir of truth singing in beautiful harmony. Everything seems to be at the
tip of our fingers, and everyone out there seems to want to keep pushing
more things—products, information, entertainment, you name it—our
way. Who among us doesn’t feel a little overwhelmed, overworked, and
overstressed these days? At home and at the office, our senses are con-
stantly being bombarded with attention-demanding stimuli. With time,
attention, and energy constituting our most precious of resources, we must
be absolutely certain that those things we do allow into our cognitive air
space truly warrant our attention. The first and most critical hurdle any
new initiative, including the Balanced Scorecard, will face in your orga-
nization is: “Why exactly are we doing this anyway?” If you can’t supply a
powerful and compelling answer to that question, how can you justifiably
expect your employees to shove aside a pile of competing demands and
priorities the size of Mount Everest to focus on the Balanced Scorecard?

As with any other business tool or system you employ, the Balanced Score-
card must solve a pressing business issue or problem that everyone understands
and the importance of which is universally acknowledged. Be forewarned,
fashionable clichés like “We’re going for excellence” or “We’re going to be
a cutting edge company” won’t cut it with a workforce that has more than
likely seen its share of such vague sentiments come and go.? To have the
Scorecard gain acceptance, it must be seen as a fire hose clearly capable
of dousing the flames of trouble at your doorstep. So perhaps the most
fundamental question you can ask yourself'is “Do we really need a Balanced
Scorecard?” To help you answer that question (and possibly save yourself
about 250 pages of reading), Exhibit 2.1 presents an assessment guide you
can use to determine whether the Balanced Scorecard is right for you.

Asking why we are doing something, attempting to unearth the true
purpose, should become second nature to us in every facet of our lives.
Regardless of the pursuit, it’s critical to peel away the shiny veneer of
possibilities and tackle the fundamental question of why something is
important to us at this moment. Only then can we sincerely determine
whether our full commitment of action is merited. Roger Smith, the former
CEO of General Motors, learned that lesson the hard way. Here is a quote
from Smith as he reflected in retrospect on his turnaround plans for the
automotive giant:

If I had the opportunity to do everything over again, I would make exactly
the same decision that I made in 1981 . . . to rebuild GM, inside out and
[from the bottom wp, to twrn it into a 21st-century corporation, one that
would continue to be a global leader. But I sure wish I'd done a better job
of communicating with GM people. I'd do that differently a second time
around and make sure they understood and shared my vision for the com-
pany. Then they would have known why I was tearing the place up, taking
out whole divisions, changing our whole production structure. If people
understand the why, they’ll work at it. Like I say, I never got all this across.
There we were, charging up the hill right on schedule, and I looked behind
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Exhibit 2.1 Assessing the Need for a Balanced Scorecard

To complete the exercise read each statement and determine how much you
agree with what is stated. The more you agree, the higher the score you assign.
For example, if you fully agree, assign a score of 5 points.

12345 1.

Our organization has invested in Total Quality Management
(TQM) and other improvement initiatives, but we have not seen
a corresponding increase in financial or customer results.

. If we did not produce our current performance reports for a

month nobody would notice.

. We create significant value from intangible assets such as

employee knowledge and innovation, customer relationships,
and a strong culture.

. We have a strategy (or have had strategies in the past) but

have a hard time implementing them successfully.

. We rarely review our performance measures and make

suggestions for new and innovative indicators.

. Our senior management team spends the majority of its time

together discussing variances from plan and other operational
issues.

. Budgeting at our organization is very political and based

largely on historical trends.

. Our employees do not have a solid understanding of our

mission, vision, and strategy.

. Our employees do not know how their day-to-day actions

contribute to the organization’s success.

. Nobody owns the performance measurement process at our

organization.

. We have numerous initiatives taking place at our organization,

and it’s possible that not all are truly strategic in nature.

. There is little accountability in our organization for the things

we agree as a group to do.

. People tend to stay within their “silos,” and as a result, we have

little collaboration among departments.

. Our employees have difficulty accessing the critical

information they need to serve customers.

. Priorities at our organization are often dictated by current

necessity or “firefighting.”

. The environment in which we operate is changing, and in

order to succeed we too must change.

. We face increased pressure from stakeholders to demonstrate

results.
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12345 18. We do not have clearly defined performance targets for both
financial and nonfinancial indicators.

12345 19. We cannot clearly articulate our strategy in a one-page
document or “map?”

12345 20. We sometimes make decisions that are beneficial in the short
term but may harm long-term value creation.

Total

Scoring Key:

20-30: If your score fell in this range you most likely have a strong performance
measurement discipline in place. The program has been cascaded
throughout your organization to ensure all employees are contributing
to your success and is linked to key management processes.

31-60: You may have a performance measurement system in place but are not
experiencing the benefits you anticipated or need to succeed. Using the
Balanced Scorecard as a strategic management system would be of
benefit to you.

61-100: Scores in this range suggest difficulty in executing your strategy
successfully and meeting the needs of your customers and other
stakeholders. A Balanced Scorecard system is strongly recommended
to help you focus on the implementation of strategy and align your
organization with overall goals.

Source: Adapted from Paul R. Niven, Balanced Scorecard Step-by-Step for Government
and Nonprofit Agencies. John Wiley & Sons (Hoboken, NJ, 2003).

me and saw that many people were still at the bottom, trying to decide
whether to come along. I'm talking about hourly workers, middle man-
agement, even some top managers. It seemed like a lot of them had gotten
off the train.?

Assuming you’ve used Exhibit 2.1 to assess your need for the Balanced
Scorecard, chances are at least one of the reasons for that decision is
reflected in Exhibit 2.2, which outlines a number of possible explanations
for launching a Balanced Scorecard effort. One of these alternatives for
embarking on such a journey, “implementing strategy,” warrants a bit of
extra attention. This is far and away the most popular rationale stated when
I ask clients why they’ve decided to pursue the Balanced Scorecard, and
it’s a powerful impetus when you recall from Chapter One that only 10
percent of organizations effectively execute their strategies. Frequently,
however, a slight problem will emerge as we begin our work together. When
I ask the seemingly straightforward question “Can I see your strategy?”
it’s not uncommon for the heads of my clients to bow ever so slightly as
they whisper, “Well, we really don’t have a strategy per se” or “We’ve got
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a strategy but it’s not written down anywhere.” Call me suspicious, but I
think some of these clients are actually engaging me and turning to the
Balanced Scorecard in an effort to craft a coherent strategy, one they can
sell to their employees and, more important, themselves. I call this “reverse
engineering” the strategy through the priorities inherent in the Strategy
Map and measures. Although you can generate tremendous results from
the Balanced Scorecard in this manner, keep in mind that it is first and fore-
most a tool for translating a strategy, not a tool for creating strategy. If
your strategy canvas is currently blank, you may be better served focusing
on painting that masterpiece before taking it to the world in the form of
a Balanced Scorecard.

Benefits of a Guiding Rationale

For the Balanced Scorecard to succeed, it cannot be viewed as a one-time
event. Determining your objectives in developing the Balanced Scorecard
will go a long way in securing the evolution of the tool in your organiza-
tion. Once you've made the decision to go forward, your first obligation
is to clearly explain why that choice has been made and what benefits you
expect as a result. The more specific, the better—outline in vivid detail
the challenges you face from competitors, changing customer tendencies,
supplier pressures, stakeholder demands, and so on. Demonstrate to your
team why change is not simply an option but an imperative if you're to stay
in the game and sustain your success.*

When you have a well-understood, agreed-on, and widely communicated
rationale for the project, you possess a valuable tool in expanding the role
of the Balanced Scorecard. Management and employees alike will view the
development of measures in a Balanced Scorecard framework as the first
of many stops on the road to a new and powerful management system for
the organization. The consensus achieved from an overarching rationale
for the Balanced Scorecard greatly assists your communication efforts as
you focus and educate all employees on the goals of the implementation.
Finally, every implementation loses momentum at one time or another; the
practical realities of modern business and its multitude of attendant pri-
orities make that a virtual certainty. The true test is whether you can emerge
from these periods of corporate lethargy with renewed vigor and enthusi-
asm for the task at hand. A guiding rationale for your Balanced Scorecard
can serve as your rallying cry, bringing together the entire organization
under the banner of why you made this decision in the first place.?

WHERE DO WE BUILD THE BALANCED SCORECARD?

Scorecard architects Kaplan and Norton have described the Balanced
Scorecard as simple but not simplistic. This is the first of probably several
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times I will call on that reference as we develop your Balanced Scorecard.
While the concept itself is relatively straightforward —balancing financial
and nonfinancial measures to drive strategy— the execution of those tasks
will involve many difficult deliberations on a wide variety of topics. We just
described one such issue when we examined the rationale for developing
a Balanced Scorecard. In this section we’ll explore another important sub-
ject requiring careful consideration, the choice of an appropriate unit in
which to develop your first Balanced Scorecard.

Sensing possible resistance and attempting to limit downside risk will
lead some organizations to begin their Balanced Scorecard effort at the
business unit or department level, piloting the program in an attempt
to generate quick wins and enthusiasm for a broader rollout. Such was the
case at Canon U.S.A., which began its Balanced Scorecard journey with
three relatively small units: Information Technology, Medical Systems, and
Logistics. Just as executives had hoped, each group soon profited from
the investment, delighting in the powerful articulation of strategy, progress
on key metrics, and unification of previously disconnected processes. It
wasn’t long before 50 percent of the company had turned to the Balanced
Scorecard.b

Despite the possible challenges, including resistance and logistical con-
straints, many organizations believe that starting at the top represents
the most logical choice, and frequently this is in fact the case. A Corporate
Balanced Scorecard provides the means of communicating strategic objec-
tives and measures across the entire organization. The focus and attention
derived from these high-level metrics can serve to bring together disparate
elements of the organization toward a common goal of implementing the
strategy. The measures on the corporate Scorecard then become the raw
materials for cascaded scorecards at all levels of the firm, producing a series
of aligned measurement systems that allow all organizational participants
to demonstrate how their day-to-day actions contribute to long-term goals.

Criteria for Choosing an Appropriate Organizational Unit

Before we jump to the conclusion that a Balanced Scorecard at the high-
est level is the best choice for you, we should consider a number of criteria
for making this important decision. I have found that several elements con-
tribute to the selection of an appropriate organizational unit for your first
Balanced Scorecard. Those criteria are shown in Exhibit 2.3.

Let’s consider each of these criteria in turn and then discuss a method for
using them to make this important decision.

1. Strategy. The single most important criteria in making your selection
is whether the unit under consideration possesses a coherent strategy.
After all, the Balanced Scorecard is a methodology designed to assist you
in translating your strategy into objectives and measures that will allow
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Exhibit 2.3 Seven Criteria for Choosing Where to Begin Your Balanced
Scorecard

Strategy

Sponsorship
\

you to gauge your effectiveness in delivering on that strategy. With-
out a strategic stake in the ground you’re very likely to end up with
an ad hoc collection of financial and nonfinancial measures that do
not link together to tell the story of your strategy. Having said this,
the lack of a clearly defined strategy certainly doesn’t preclude you
from building a Balanced Scorecard. As we discussed in the preced-
ing section, many organizations reverse-engineer a strategy through the
Scorecard development process. The importance of strategy to the
Balanced Scorecard is examined in greater depth in Chapter Three.

Support of
participants Balanced Scorecard

N

Sponsorship. In the next section of this chapter we’ll take a close look
at the vital necessity of executive sponsorship for your Balanced Score-
card effort. Suffice it to say here that if your leader is not aligned
with the goals and objectives of the Balanced Scorecard and does
not believe in the merits of the tool, your efforts will be severely
compromised. An executive sponsor must provide leadership for the
program in both words and deeds.

e

Need for a Balanced Scorecard. The importance of clear objectives for
the Balanced Scorecard program was discussed in the first section of
this chapter. Based on that review, does the unit you're considering
have an overarching impetus for implementation? Is there a clear
need for revamping of its performance measurement system? In an
excellent article, Vitale and Mavrinac outlined seven warning signs that
could indicate a new system is needed.” Their signals for pending
measurement change are outlined in Exhibit 2.4. Does the organiza-
tional unit you're considering display any of these signs?
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Exhibit 2.4 Signs that You May Need a New Performance
Measurement System

Performance is acceptable on all dimensions except profit. A focus
on quality and other measures has led to improvements in isolated areas
but not in profits.

Customers don’t buy even when prices are competitive. The problem
may lie in your performance relative to competitors.

No one notices when performance measurement reports aren’t
produced. Data in the reports no longer contain meaningful information for
decision makers.

Managers spend significant time debating the meaning of the measures.
Measures must be clearly linked to strategic objectives.

Share price is lethargic despite solid financial performance. Wall Street
needs to learn that you're investing in long-term value-creating activities.

Time for a new

performance You haven’t changed your measures in a long time. Performance
measurement measures should be dynamic based on the organization’s strategic direction.
system?

You’ve recently changed your corporate strategy. All measures should
link back to your strategy.

Source: Adapted from Michael R. Vitale and Sarah C. Mavrinac, “How Effective Is
Your Performance Measurement System?” Management Accounting (August 1995), p. 43.

4. Support of key managers and supervisors. There is no doubt that execu-
tive support is critical for a Balanced Scorecard implementation to
succeed. However, while executives may use Scorecard information
to make strategic decisions, we also depend heavily on managers and
first-line supervisors using the tool in their jobs. When the Scorecard
is driven down to all levels through a process of cascading, the align-
ment and focus derived across the organization can lead to real break-
throughs in performance. Managers and supervisors make this happen
with their understanding, acceptance, support of, and usage of the
Balanced Scorecard. Not all members of these groups will demonstrate
such a willingness to participate, however. While boisterous and open
criticism of new senior management initiatives is fairly rare, managers
and supervisors often remain silent or demonstrate muted enthusiasm,
which workers quickly interpret as a questionable show of support
for the program.8 When choosing your organizational unit for the Bal-
anced Scorecard, make an honest evaluation of the management team
and supervisors you’ll be relying on for participation and support.
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5. Organizational scope. The unit you choose should operate a set of activ-
ities across the typical value chain of an organization. In other words,
it should have a strategy, defined customers, specific processes, oper-
ations, and administration. Selecting a unit with a narrow, functional
focus will produce a Balanced Scorecard with narrow, functionally
focused metrics.

6. Dala. This criterion encompasses two elements. First, does this unit
support a culture of measurement, that is, would they be amenable
to managing by a balanced set of performance measures? While every
group within a modern organization should rely on performance mea-
sures, for your first attempt you may wish to choose a unit with a history
of reliance on performance measures. Second, will the unit be able
to supply data for the chosen performance measures? This may be
difficult to assess initially since at least some of the measures on your
Balanced Scorecard may be new with data sources as yet unidentified.
However, if the unit has difficulty gathering data for current perfor-
mance measures, it may be reluctant or unable to supply the data you’ll
ultimately require for your Balanced Scorecard.

7. Resources. You can’t build this new management system on your own.
The best Balanced Scorecards are produced from a team of individ-
uals committed to a common goal of excellence (see “Forming Your
Team” later in this chapter). Ensure the unit you choose is willing and
able to supply ample resources for the implementation. If your expe-
rience is like many that I've had, you’ll find that people vigorously
defend their time, and rightly so.

Exhibit 2.5 provides a simple worksheet you can use to determine the
right organizational unit for your initial Balanced Scorecard effort. In this
example, Business Unit “A” is being considered for a Scorecard imple-
mentation. Plotted along the left-hand side of the table are the seven
criteria just discussed. In the next column, I have assigned a score out of
10 for this unit against each of the criteria. The third column represents
weights for each of the seven dimensions based on my judgment and expe-
rience. You may feel more comfortable assigning equal weights to each of
the seven items, but clearly some areas, such as sponsorship and strategy,
are imperative to success and should be weighted accordingly. The fourth
column contains the score for the unit within each criteria. Under “Strat-
egy,” Business Unit A was assigned a score of 10, which when multiplied
by the weight for that category yields 3 total points. In the final column I've
provided a rationale for the scores assigned based on an assessment of the
unit in the context of that specific criteria. It’s important to document your
decision-making process to validate it with others responsible for choos-
ing the Balanced Scorecard organizational unit. Finally, a total score is
calculated and an overall assessment is provided. The overall assessment
provides worksheet participants with the opportunity to discuss potential
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Exhibit 2.5 Sample Worksheet for Choosing Your Organizational Unit

Balanced Scorecard Project
Organizational Unit Assessment
Business Unit “A”

Score Total
Criteria (Out of 10) Weight Points Rationale

Strategy 10 30% 3 This unit has recently
completed a new strategic
plan for the next five years.

Sponsorship 9 30% 2.7 New unit president has
successfully utilized the
Balanced Scorecard with two
other organizations before
joining us.

Need 5 15% 0.75  Results for this group have
been excellent, and they may
not see the need for this tool
to sustain future efforts.

Support of 7 10% 0.7 Young, energetic

Participants management group is willing
to experiment with new
approaches.

Scope 8 5% 0.4 This unit produces, markets,
and sells a distinct group of
products.

Data 4 5% 0.2 Despite their success,
they have not utilized
sophisticated performance
measurement systems in
the past.

Resources 4 5% 0.2 Unit is understaffed and will
have difficulty finding
resources for this project.

Total 100% 7.95

Overall Assessment This unit scores a very high 7.95 out of 10 and is an
excellent candidate for the Balanced Scorecard. The data and resource issues,
while not insignificant, are mitigated by the strong leadership of the unit president
and the creation of a new strategic plan. Early education initiatives within this unit
could focus on the value of the Scorecard as a means of sustaining results for the
long term. This may reduce skepticism surrounding the implementation based on
the unit’s past success.
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strengths and weaknesses of the unit, mitigate significant risks, and offer
opinions on the viability of this group for the Balanced Scorecard project.

EXECUTIVE SPONSORSHIP: A CRITICAL ELEMENT
OF ANY BALANCED SCORECARD PROGRAM

Warning labels are ubiquitous in our modern world; they grace our house-
hold products; we find them at every tight turn on the roads we travel every
day; and I don’t know about you, but I'd be lost if I didn’t know the precise
“best before” date on milk. I think any conceivable change initiative an orga-
nization dreams up—and I mean any type of change—should come with
a screaming yellow warning label: Do not proceed without the support of
an executive for this initiative! I really should have included this on page
one, but I wanted to get you this far before springing it on you. Actually,
I'm not telling you something you don’t already know. You’ve seen programs
come and go, launched with great fanfare and the best intentions only to
be abandoned shortly thereafter due to a lack of executive attention. Of all
the things that separate organizations, this is one thing every single public,
private, and nonprofit agency shares.

The Balanced Scorecard is not immune to this first law of organizational
change, and in fact it may be more susceptible than other less visible orga-
nizational interventions. Scorecard architects Kaplan and Norton believe
senior management commitment is necessary for a number of reasons:?

o Understanding of strategy. Most middle managers lack an in-depth knowl-
edge of the organization’s strategy. Only the senior management team
is able to articulate an ongoing strategy effectively.

e Decision rights. Strategy involves trade-offs between alternative courses
of action, determining which opportunities to pursue, and, more impor-
tant, which not to pursue. Middle management does not possess the
decision-making power to determine strategic priorities, such as customer
value propositions and related operating processes that are critical to the
development of any Balanced Scorecard.

e Commitment. Although knowledge of the enterprise’s strategy is neces-
sary, the emotional commitment of executives to the Balanced Scorecard
program is the true differentiating feature of successful programs. Kaplan
and Norton summarize this well: “More important is the time spent in actual
meetings where the senior executives debate and argue among themselves . . . .
These meetings build an emotional commitment to the strategy, to the scorecard
as a communications device, and to the management processes that build a
Strategy-Focused Organization?'?

In today’s business environment, where many CEOs have achieved icon-
like stature and rock star fame—1I think Steve Jobs poses for more magazine
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covers than Tyra Banks—employees are watching more closely than ever for
their leaders to signal what really matters in the organization. If senior
management provides only shallow and casual support for the Balanced
Scorecard, all employees will quickly determine that the project probably
isn’t worth their time and effort. Employees “watch what the boss watches”'!
and know what projects are likely to merit their attention. Writing in their
provocatively titled book Confronting Reality, authors Charan and Bossidy
state:

The usual reason for the failure of an initiative is that it was launched
halfheartedly, or was beyond the ability of the organization to master. Here’s
what tends to happen: the leaders announce a bold new program and
then walk away from it, leaving the job to others. With no clear impetus
from the top, the program will wander and drift. An initiative, after all,
is add-on work, and people already have full plates. Few of them can take
it seriously if the boss doesn’t. Eventually the effort bogs down and dies.
.. . Real results do not come from making bold announcements about
how the organization will change. They come from thoughtful, committed
leaders who understand the details of an initiative, anticipate its conse-
quences for the organization, make sure their people can achieve, it, put
their personal weight behind it, and communicate its urgency to everyone.'2

Enough of this doom and gloom; let’s pull the veil from this vexing topic
and consider how you can transform even the most recalcitrant executive into
a raving Balanced Scorecard fan.

Securing Executive Sponsorship

After reading the preceding paragraphs, I'm sure you’ll agree that senior
management support and leadership is a must-have ingredient for a suc-
cessful Balanced Scorecard program. Unfortunately, gaining the buy-in and
support of senior leaders often is easier said than done. Executives at
the uppermost ranks in the organization have myriad demands on their
time and attention; like the rest of us, they quickly filter out those ideas
seemingly not worthy of their valuable resources. Clever people use many
techniques to win the support of a senior manager for the Balanced Score-
card. Some of the most convincing methods are discussed next.

o Look for a good fit. If your senior management team focuses almost ex-
clusively on financial control systems to run your business, then the
Balanced Scorecard probably won’t offer natural appeal to them. You
need to find senior executives who believe in the value, and indeed
necessity, of balanced performance measurement and management.
Senior managers who have gone through a strategic planning process
designed to help them focus their efforts and define their objectives
will also be more amenable to the Balanced Scorecard approach. Find
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the senior manager who fits this profile and make her door the first stop
on your sponsorship tour.

® Demonstrate results. Senior leaders are charged primarily with achieving
results for the organization. Appeal to this tenet of leadership life by
outlining the many successes of other organizations pursuing a Balanced
Scorecard approach. Success stories of Balanced Scorecard implemen-
tations abound in the business literature and at conference venues
around the world. Testimonials from other senior executives are also
very convincing, as is this one: “We've found the concept of the Balanced
Scorecard incredibly useful, both as a framework for deciding which things we
are really going to try and achieve, and as a way of showing people where we
are going.”!3 Finally, the chances are pretty good that at least one of your
competitors will be using the methodology, and perhaps even another
geographic unit within your own organization. Document their success
with the Balanced Scorecard and convince your leaders that you can
achieve even better results using this tool.

o “Survey says” We all want to feel needed, and you can make your senior
management feel very needed in the Balanced Scorecard by sharing a
couple of key statistics on the implementations of other organizations.
A Best Practices LLC study found that half of benchmark participants’
CEOs took part in the process, and senior vice presidents and vice
presidents participated 80 percent of the time.!* In a study conducted
for the Balanced Scorecard Report, respondents reported that CEOs,
more than any other individuals, were the sponsors of the Balanced
Scorecard. Thirty-one percent of the organizations stated the CEO was
their sponsor.!?

e [sdanger lurking? Take the proactive step of assessing your organization
against the seven warning signs of performance measurement problems
presented earlier in the chapter. Convincing evidence of issues in sev-
eral of the categories should catch an effective executive’s attention.

o Educate. To support any cause or idea, we must first accept it as mean-
ingful or valuable. Meaning and value are derived from a comprehensive
understanding of the subject. Senior managers follow the same con-
structs on their road to acceptance of new change initiatives. What this
means to you is that you must provide your executive team with a well-
designed and delivered presentation on performance management and
the Balanced Scorecard if you hope to win their support. Let’s discuss
how this event might unfold. Prior to the session, you should consider
distributing Balanced Scorecard literature to your executive team.
Copies of books like this or good articles on the subject will help your
audience prepare for the presentation to come. Regarding the session
itself, if possible I would suggest holding it at an offsite location. Keep-
ing distractions to a minimum will prove beneficial for all involved.
Having an administrative assistant knock on the door and shuttle an
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engaged executive out of the room at a pivotal moment can be disastrous
to your momentum. Consider using an outside consultant to deliver
the actual material or at least participate in the event, for a number of
reasons.

First, a well-trained consultant will have delivered countless presen-
tations of this nature and use time-tested material. Second, and unfor-
tunately, many times an outside voice will carry more weight with, and be
assumed to have more credibility by, executives than will an internal one.
This is a sad but true reality of modern organizational life. Finally, and
perhaps most important, you're holding this event because you want to
win the support of your executive team. An experienced consultant will
have faced similar crowds many times and be well prepared to answer all
queries and objections raised by the audience. And believe me, cogent
and articulate responses here can translate to real support down the road.

Regarding the actual agenda, I suggest a two- to three-hour event
structured in this way: 30 minutes on your organization and why a change
is necessary (to keep pace with competitive forces, forge ahead, etc.),
90 minutes on performance management and the Balanced Scorecard.
Topics covered should include background information on the topic, a
detailed review of the methodology, and case studies and success stories.
Spend the final 30 to 60 minutes answering questions and soliciting sup-
port for the implementation. Oh, and one final thing, don’t forget to feed
attendees. I say that only half jokingly. If your culture is one in which food
is present at all meetings, don’t leave those sandwiches and cookies out
of this session.

Involve them in the process. People only support what they help to create.
The more involved your senior management is in the Balanced Score-
card development process, the greater the likelihood they will evangelize
over and use the tool as a management device. Involvement isn’t tan-
tamount to blocking off enormous chunks of time from their tightly
guarded calendars; it could be as simple as holding review meetings in
which the executive team is offered the opportunity to review Balanced
Scorecard deliverables and imprint the process with their own stamp.

Link the Balanced Scorecard to something the executive is passionate about. Any
executive is more inclined to lend vocal and active support to an ini-
tiative appealing to a core belief or value. Thus it is incumbent on you
to find that linchpin and discuss how the Balanced Scorecard can trans-
form it from rhetoric to reality. For example, perhaps she is acutely aware
of the power of intangible assets, such as culture and customer relation-
ships, in transforming your business. Discuss the proven ability of the
Balanced Scorecard to translate intangibles into real business value.
If quality is his first love, demonstrate the idea of cause and effect,
outlining the fact that quality is a result of unique organizational elements,
such as training and culture, and quality drives customer satisfaction and
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ultimately financial rewards, all key dimensions of the Balanced Score-
card framework.

Sponsorship in Action

If you are a senior executive sponsoring the Balanced Scorecard program
within your organization, how do you know you’re “walking the talk”? Try
this test: When you feel that you are talking up a change initiative at least
three times more than you need to, your managers will feel that you are
backing the transformation.!6 It takes that much, and probably more, to
get the message across to an employee base that is change-weary and con-
stantly bombarded from all sides. Employees are looking to you to set the
course.

You must utilize every available opportunity to reinforce the importance
of the exercise. One of my favorite examples of this stems from a common
lament I hear during Balanced Scorecard workshops: the “What time is this
session going to end? I have real work to do” complaint often lobbed from
a disengaged participant. I was once in a strategy mapping workshop at a
large telecom company when a vice president tossed just such a verbal
grenade into the late afternoon air. I was poised to answer his query in my
most restrained manner when I was rescued by the CEO himself. It was as
if he were literally riding in on a white horse ready to save the day when
he said: “What could possibly be more important than what we are doing right here
and now? We’re shaping the tool that we’ll use to execute our strategy over the next
three years, and frankly, if you don’t understand the importance of this exercise,
then maybe you don’t belong at this table.” The silence that followed was, as
they say, deafening. In the intervening moments before the CEO continued,
everyone sitting around that table had to dig deep and critically evaluate
their commitment to the exercise. Not surprisingly, this implementation
was among the most successful I've ever had the privilege to engage in. I
attribute that not to my consulting acumen but to the incident in which the
CEO clearly demonstrated his passion for the Balanced Scorecard.

YOUR BALANCED SCORECARD TEAM

Throughout much of the twentieth century, a strongly held myth existed
in the organizational world: There existed a great man or woman work-
ing feverishly with tremendous dedication to solve any and all problems
that stood between them and the organization’s success. Of course, this
myth did not reflect the reality of organizational life. How often during
our lives have we heard the phrases “Two heads are better than one” or
“None of us is as smart as all of us”? These words remind us of the power
of groups to accomplish tasks using the variety of skills and experiences
that a collection of individuals possesses. In reality, groups have been coming
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together to solve complex problems for centuries. For example, Michel-
angelo worked with a group of 16 to paint the Sistine Chapel—truly a
complex situation! Perhaps the complex, competitive, change-demanding
world of today’s organization is exposing the vulnerability of the “Lone
Ranger” myth. Increasingly, organizations are developing self-directed work
teams to solve the problems they face, and many compelling reasons
support this movement. Teams strengthen the performance capability of
individuals, hierarchies, and management processes. They are practical,
and most people and organizations can make teams work. Finally, teams
get results. Your Balanced Scorecard implementation is well suited to a
team approach. No single individual within your organization, including the
CEO, will possess all of the necessary knowledge of strategy, markets, compe-
titors, processes, and competencies to build a coherent Balanced Scorecard.

Choosing Your Team

And with the first pick in this year’s Balanced Scorecard draft the (please
play along and insert your company’s name here) select . . . drum roll
please . ... So, who would you choose? What was the first name that came
to mind and why? If you've read the previous sections of this chapter closely
my hope is that an executive’s name was at the tip of your tongue, and
who knows, perhaps you played the fantasy scenario out to its ESPN-like
conclusion by disheveling the executive’s normally neatly coifted hair with
a ball cap and handing him an oversized team jersey with a giant “1” on
the back.

As you probably surmised, a critical member of your team is the execu-
tive sponsor. This person will take ownership of the Balanced Scorecard and,
based on interactions with the senior executive team, will provide the nec-
essary background on strategy and methodology to guide the team’s work.
A critical responsibility is maintaining constant communication with the
entire senior management group to ensure their ongoing commitment and
support of the implementation. The sponsor must also take responsibility
for providing resources for the initiative and influencing other executives
to do the same. The team will require both human and financial resources
and will most likely face competition from other initiatives equally pressed
for resources. Here the executive sponsor must possess the ability to clearly
demonstrate the strategic significance of the Balanced Scorecard and why
it warrants the allocation of scarce and valuable resources. Finally, and most
important, the sponsor must exhibit complete and enthusiastic support for
the Balanced Scorecard in words and deeds. During the implementation
phase, your entire organization will take cues from the sponsor; does he
appear legitimately committed to using this tool, are his words consistent
with actions and policies he supports? Obviously the executive sponsor will
have other duties during the process, but he must commit to regular atten-
dance at team meetings to be seen as a truly committed and credible sponsor.
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Now that your number-one draft pick, the executive sponsor, is in place,
you are ready to select the core members of your Balanced Scorecard team.
In an ideal world, your organization’s full executive team would take com-
plete responsibility for developing the Balanced Scorecard, investing the
time and energy necessary to produce a product to guide the entire orga-
nization. If you're fortunate enough to enjoy this rare situation, I congratulate
you; your Scorecard effort is off to a great start. However, a more likely
scenario is one in which you have the support of one or maybe two execu-
tives (perhaps you are a senior executive yourself), but you require other
members of your organization to step up and assist in the effort of craft-
ing your Balanced Scorecard. Don’t despair; you can develop an eftective
Balanced Scorecard without your entire executive team working exclusively
on the project. Let’s take a look at some questions that will help you form
a powerful Balanced Scorecard team.

Who Chooses the Team Members? The first duty of the executive spon-
sor is selecting the group of people who will come together to mold your
Balanced Scorecard. It is important not to rely on instinct alone. Most exec-
utives will reach out to colleagues, soliciting names of top performers and
working with Human Resource managers to find potential stars to fill
the team’s roster. While volunteers are welcome, boisterous promoters are
not always the best choice for a team that will require a healthy dose of
conflict in order to produce an effective product. Executives also must scan
the ranks looking for potential team members who are not reluctant to rock
the boat and swim against the common tide during heated discussions.!?

If We Don’t Have the Entire Executive Group on the Team, What Level
of Organization Should Our Team Represent? The obvious, and accu-
rate, answer to this question is the most senior level possible. In the past
I've had clients who feel the biggest hurdle to clear in successfully imple-
menting the Balanced Scorecard is the buy-in and support of front-line
staff. Quite frequently this is a very pragmatic point of view. To generate
staff-level support, they feel that a team comprised of lower-level employ-
ees will indicate their confidence in the group to deliver a sound product
and simultaneously silence critics who suggest that only the organizational
elite have any say in important matters. Philosophically I am all for this
approach, but practically I have unfortunately seen it backfire, leaving once-
promising implementations in tatters.

There are several problems with delegating the development of your
Balanced Scorecard to a low-level staff team: First of all, many people
at this end of the hierarchy simply don’t possess the deep knowledge of
strategy and competition necessary to forge an effective Scorecard. I am
not suggesting that front-line associates are not critical to the company’s
success; in fact, the opposite is often true. For example, a recent article
noted the strategic importance of cashiers to a retailer’s fortunes.!® What
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I am suggesting is that front-line associates typically are not steeped in the
strategy at a deep enough level to contribute meaningfully to the devel-
opment of a Balanced Scorecard. Another problem often stems from this
lack of in-depth strategic acumen: indecision. How do they know the deci-
sions they are making, in this case vital considerations impacting the future
health of the company, are the right ones? Finally, we need to recognize
that many associates on the lower rungs of the corporate ladder don’t want
any change, including the Balanced Scorecard, to rock the comfy status quo
they’ve been enjoying for who knows how long. As author William Bridges
puts it, “Simply to turn the power over to people who don’t want a change to happen
is to invite catastrophe.” 9

To prove beneficial, your Balanced Scorecard ultimately must be owned
by the senior leadership of your organization, and it is therefore vital to
ensure your Scorecard development team is comprised of senior-level people
who possess the knowledge, credibility, and decision-making rights to build
a tool that will be accepted and, more important, utilized by the ruling body.

How Many People Should Be on the Team? According to the literature
on teams, they can range in size from 3 to 30. Studies of Balanced Score-
card implementations have demonstrated that many organizations use 10
or more people in the Scorecard-building process.2? To choose the appro-
priate number of people for your team, be sure that all the areas of your
organization that you expect to be using the Balanced Scorecard are rep-
resented. If, for example, you're creating a high-level Corporate Balanced
Scorecard, you should strive for representation from each of your business
units as well as critical support functions, such as Finance, Human Re-
sources, and Information Technology. If your Scorecard effort is beginning
at the business unit level, then key functional areas within the unit should
have a presence on the team. Remember our earlier admonition: No one
person has all the knowledge of strategy, markets, competition, and com-
petencies to build an effective Balanced Scorecard. The knowledge you
need to build an effective Balanced Scorecard resides in the minds of your
colleagues across the entire organization. Additionally, by involving a
number of people in the process, you increase the likelihood they will act
as ambassadors of the Balanced Scorecard within their unit, thereby increas-
ing knowledge and enthusiasm for the tool. A group effort is the clear choice
for building your Balanced Scorecard, but, if at all possible, I recommend
you attempt to cap your team at 10 people or less. Anything larger will
present logistical, facilitation, and consensus-building challenges.

Team Members: Roles and Responsibilities

Batman had Robin, the Lone Ranger had Tonto, and Bill Clinton had
Hillary—or is it the other way around? Anyway, you get the picture. No one
can go it alone. Behind every great and often mythic figure is someone
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lighting the way forward with unending vigor and unquestionable per-
severance. Your executive sponsor needs such a partner if the Balanced
Scorecard is to burn brightly within your company. Thus the Balanced Score-
card team leader or “champion” is a critical contributor to your success.

This intrepid soul will face many challenges, providing solutions that
keep the team moving forward. The champion guides the process both
logistically and philosophically by scheduling meetings, tracking progress,
providing relevant background materials to team members, and offering
subject matter expertise on the Balanced Scorecard concept. This individual
should provide the thought leadership on Balanced Scorecard and per-
formance management concepts that ensure the team is taking advantage
of proven methodologies and best practices. A potentially difficult aspect
of this role is balancing the analytical requirements of Scorecard develop-
ment with the interpersonal skills of team building and conflict resolution.
Team members look to the champion to provide both emotional and
cognitive support, making the role all the more challenging. Given the
demands, the champion must be a skilled communicator, able to liaise easily
and comfortably with both executives and front-line employees. Ideally,
your champion should provide full-time support to the implementation and
be in a position to support the Scorecard’s development and linkage to
management processes on an ongoing basis. So vital is this role to the DNA
of Scorecard success that David Norton has suggested, “Selecting a program
manager (champion) to lead the day-to-day activities of the Balanced Scorecard
implementation is the single most important resource decision an organization
can make.”?!

In many ways your sponsor and champion lay the groundwork for the
Balanced Scorecard by providing background, context, and concept knowl-
edge. The ultimate responsibility of translating those raw materials into an
actual Scorecard falls on the shoulders of your core team members. This group
will bring esoteric knowledge of their business unit or functional depart-
ment to the table and provide critical input on Scorecard objectives and
measures that apply to their areas. They must also have the ability and
opportunity to influence the executive to whom they report in an effort to
keep the lines of communication open and flowing two ways. Team mem-
bers bring challenging issues and questions to their leaders and also attempt
to detect and deter any personal agendas that may be advanced to the
detriment of the overall Scorecard effort. They balance the precarious issues
of representing the best interests of their home area with the overall goal
of creating an organization- or unit-wide Balanced Scorecard. As with all
implementation participants, they must act as willing ambassadors of the
Balanced Scorecard.

It may be easier to pry open the doors of Fort Knox than to have people
devote time to this or any other effort, but you must demand a signifi-
cant investment of that commodity, especially in the early stages of the
implementation. Time will be required to complete homework assignments,
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attend workshops, review output, and liaise with superiors. Any potential
team members who are not willing to provide this time must be viewed with
caution. While they may carry valuable knowledge of their particular area,
you must weigh this against the very negative lack of participation in the
effort. Finally, to maximize the performance of team members, I suggest
the team share a geographic location. Commitment to the team increases
with co-location: having team members work in the same geographic place.??
In my experience, teams that work “shoulder to shoulder” form stronger
relationships both professionally and personally, and these bonds tend to
strengthen the team’s work products.

The Balanced Scorecard represents a major departure in performance
management for many organizations. Strategy, not financial controls, dic-
tates the firm’s direction, and the Scorecard creates a powerful new language
for employee change. However, like any transformation, this one has its
share of roadblocks. I've found the inclusion of an organizational change
expert on the team can mitigate many of the change-related issues that arise
during the implementation. Any major change initiative will bring to the
surface a number of concerns from those aftected. For example, how will
this change affect my routines and processes? What does the organization
expect from me as a result of this change? Is this change even necessary?
Your organizational change resource person can work with your team and
projected users of the Balanced Scorecard to investigate the root causes of
any concerns and design solutions to reduce and, it is hoped, eliminate any
potentially serious threats to the Scorecard’s success. The role is very impor-
tant but not required as a full-time resource to the team. Draw the change
expert in at regular intervals to review progress and issues. I urge you to
pay close attention to this topic during your own implementation. You may
feel it’s “soft stuft,” but it’s not the technology or the methodology that can
cause these initiatives to fail, it’s the people every time! Exhibit 2.6 sum-
marizes the roles and responsibilities of your Balanced Scorecard team.

Training Your Team

For the majority of employees within your organization, the team you assem-
ble will be the embodiment of the Balanced Scorecard. If the members
don’t appear as knowledgeable and credible sources of information, you
can be certain that skepticism for the initiative will increase. Some team
members may come to the implementation with a background in perfor-
mance management and Balanced Scorecard concepts, while for others,
this may be their first exposure to these topics. Either way, to ensure a level
playing field for the entire team, you have to invest heavily in up-front train-
ing. I'm a strong believer in the power of training to improve business results,
and I'm not alone. Former U.S. Secretary of Labor Robert Reich has said
that well-trained and dedicated employees are the only sustainable source
of competitive strength. No less eloquent, but definitely more colorful, Tom
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Exhibit 2.6 Balanced Scorecard Team Roles and Responsibilities

Role

Responsibilities

Executive sponsor

Assumes ownership for the Balanced Scorecard
implementation

Provides background information to the team on
strategy and methodology

Maintains communication with senior management

Commits resources (both human and financial) to the
team

Provides support and enthusiasm for the Balanced
Scorecard throughout the organization

Balanced Scorecard
champion

Coordinates meetings; plans, tracks, and reports team
results to all audiences

Provides thought leadership on the Balanced
Scorecard methodology to the team

Ensures all relevant background material is available to
the team

Provides feedback to the executive sponsor and senior
management

Facilitates the development of an effective team
through coaching and support

Team members

Provide expert knowledge of business unit or functional
operations

Inform and influence their respective senior executives

Act as Balanced Scorecard ambassadors within their
unit or department

Act in the best interests of the business as a whole

Organizational
change expert

Increases awareness of organizational change issues

Investigates change-related issues affecting the
Balanced Scorecard implementation

Works with the team to produce solutions mitigating
change-related risks

Peters chimes in on the subject of employee training with this thought:
“Companies that don’t encourage employee education of all kinds are dumb!”
Start your education efforts by preparing and distributing a compre-
hensive primer on the subjects of performance management and Balanced
Scorecard. These topics are quite mature and a rich and abundant litera-
ture is available. I suggest you include the three seminal articles by Kaplan
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and Norton appearing in the Harvard Business Review from 1992 to 1996.
The Scorecard originators have written additional articles on more advanced
theories, which you may include as your implementation progresses. There
are literally hundreds of other articles and white papers to choose from
so narrow your search by including any documents that specifically refer-
ence your industry or implementation focus (e.g., corporate-wide versus
business unit). A number of good books have been published on these
subjects as well, and you should consider providing at least one to each of
your team members. Your team will also benefit from attending one of the
many excellent conferences on performance management and the Balanced
Scorecard. Again, you have the opportunity to tailor your training with
your implementation by choosing an event focused on your industry type
or implementation plan. They provide a very valuable exchange of ideas,
challenges, and solutions.

Forgive the pitch, but I strongly suggest your initial training session be
conducted by a consultant or other expert in the Balanced Scorecard field.
The last thing your fledgling initiative needs at this critical juncture is some-
one stammering at the front of the room grasping painfully to provide
answers to commonly asked questions. A knowledgeable guide will typically
structure a training agenda that includes these elements: background on
performance management—drivers of this topic in the modern organiza-
tional world; Balanced Scorecard fundamentals including Strategy Maps
and performance measures; success stories; and hands-on exercises to apply
the learning.

Continuing with the theme of learning by doing, I suggest your team
develop a Strategy Map and set of Balanced Scorecard measures specif-
ically for the implementation. The purpose of this exercise is twofold. First
a pragmatic reason: The Strategy Map will act as a powerful communica-
tion tool to the implementation’s stakeholders, and performance measures
serve to keep the team focused on the critical tasks at hand. Your team will
require yardsticks to gauge their implementation progress, and the Balanced
Scorecard provides a powerful means for accomplishing this task. Second,
developing the objectives and measures gives team members a unique
opportunity to engage in the mental gymnastics required to create an
effective Scorecard. Who are our customers? What are their requirements?
At what processes must we excel? What competencies do we require? These
are all questions your team will be posing to others in your organization
very soon, so it is perfectly appropriate that they go through the process
themselves. Exhibit 2.7 presents a sample team Strategy Map and set of
Balanced Scorecard measures. Notice that here the financial perspective
represents a constraint (i.e., budget dollars for the initiative) rather than
an overall goal as it would in most profit seeking enterprises. This is a good
demonstration to the team of the Balanced Scorecard’s flexibility.
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YOUR BALANCED SCORECARD DEVELOPMENT PLAN

From time to time my phone rings with a request to help turn around a
troubled Balanced Scorecard implementation. As you know, challenges in
executing change initiatives can stem from any number of sources, but in
this large nonprofit the culprit was a distinct lack of planning. This agency
was as unprepared from a planning standpoint as it was enthusiastic about
the Scorecard. Unfortunately, the interest and exuberance they felt for the
tool failed to compensate for their lack of organization. Virtually every
meeting was slowed to a merciless crawl to discuss process questions. Team
members and other stakeholders were naturally curious about the next
steps in the process, but leaders of the Scorecard implementation had
barely thought through the current meeting, let alone the entire imple-
mentation journey.?? This lack of planning significantly slowed what could
otherwise have been a very swift and successful implementation.

As with any major initiative, you’ll require a carefully crafted devel-
opment plan to guide the work of your Balanced Scorecard team. Every
organization is different when it comes to planning and executing signi-
ficant change efforts. Some feel a highly detailed plan that encompasses
thousands of lines in Microsoft Project is the only way to capture all the
necessary elements of the work. I recall arriving at the offices of one new
client, barely completing introductions to the Scorecard team, and having
a phone book-size plan thrust upon my lap. Others use less formal means,
outlining only the most critical tasks and tracking them on MS Excel or
Word documents. This section of the chapter outlines the key steps in devel-
oping your Balanced Scorecard based on experience and research. When
creating your own plan, develop one that will be accepted by your team and
sponsor based on the prevailing culture of your organization. Be sure to
include all the important elements of the implementation. Whether you
display them as big chunks or decompose them into 1,000 is up to you.
One thing is certain: You’'ll be spending lots of time in meetings while
developing your Balanced Scorecard. For some suggestions on maximizing
this time see the box entitled “Meetings, Meetings, Meetings.”

This entire book is a Balanced Scorecard development and implemen-
tation plan. After all, it is titled Balanced Scorecard Step-by-Step. The steps
outlined next will present summary information of the task to help you
prepare your campaign. The steps will be translated into the many tasks
necessary for your success in subsequent chapters.

The Planning Phase

Before you begin the work of building a Balanced Scorecard, you must lay
the groundwork for the implementation ahead. This chapter was written
to help you do just that. To summarize, the planning phase includes these
six steps, which we have discussed in this chapter:
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Step 1 Develop a guiding rationale for your Balanced Scorecard.
Step 2 Determine the appropriate organizational unit.

Step 3 Secure executive sponsorship.

Step 4 Form and train your Balanced Scorecard team.

Step 5 Formulate your implementation plan.

Step 6 Develop a communication strategy and plan for your Balanced
Scorecard implementation.

Clients sometimes tease us consultants because we tend to answer many
questions with “It depends.” But this response is often necessary since
much of the work we perform is a function of many variables often beyond
our control. It is with the caveat of “it depends” that I suggest timing for
this and all phases of the implementation plan. If you have a full-time Bal-
anced Scorecard champion leading the events just outlined, you should
be able to accomplish them within four to six weeks. I urge you to take
the necessary time to complete these actions successfully. Nothing is stop-
ping you from developing a Balanced Scorecard without a communication
plan or clear objectives for the implementation, but your efforts will be
severely compromised without these stakes in the ground. The Employee
Learning and Growth perspective of the Scorecard is the “enabler” of the
other three perspectives. The planning phase of the initiative is similar
in that it enables the development work to follow by clearly articulating
what you plan to achieve, with whom, why, and how.

The Development Phase

Consider the steps presented next as a framework for your development
of the Balanced Scorecard. As I noted earlier, every organization is unique
and will want to emphasize different aspects of the Scorecard process. One
of the many benefits of the Scorecard, one that has greatly contributed
to its longevity and unabated growth, is its flexibility in adapting to the
constraints of every organization. Take advantage of that flexibility when
constructing your plan.

You will note that a number of executive workshops are built in through-
out the process. The importance of executive consensus throughout the
development phase cannot be overemphasized, hence the inclusion of these
checkpoints. However, it may prove virtually impossible to convene your
senior management team this frequently. If group meetings are not possi-
ble, ensure your team members are consistently reporting to their “home”
executives with team progress and gathering feedback from the executive
to use to guide the future direction of the team’s work.

Step 1 Gather and distribute background material. The Balanced Score-
card is a tool that describes strategy. In order to fulfill this
promise, your team must have ample access to background
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Meetings, Meetings, Meetings

It seems we spend more time than ever in meetings, but is the time
well spent? There’s a tale about Will Rogers being invited to sit in
on a committee meeting of an organization that ordinarily didn’t
permit the presence of outsiders. When the meeting was over Will
remarked, “I agreed to repeat nothing and I'll keep my promise. But
1 gotta admit, I heard nothing worth repeating.” You can’t afford to have
your Scorecard team members thinking, or worse yet, saying some-
thing similar after your meetings. And you will have meetings—
recent studies suggest over 65% of Scorecard implementing orga-
nizations used work meetings to accomplish their tasks. Here are
a few things you can do to maximize the effectiveness of your Bal-
anced Scorecard meetings:

o Determine your purpose: Are you holding the meeting to share
information, generate ideas, etc.?

e Determine desired outcomes: What do you want to accomplish
during the session? Ensure everyone is aware of the desired out-
comes when the meeting begins.

o Evaluate attendance: Nobody likes being invited to a meeting in
which they have little to contribute. Determine who you need
in attendance and simply distribute minutes to those who are not
essential to achieving your outcomes.

o Assign roles: Determine in advance who will facilitate the meet-
ing, who will act as the scribe, and who will fulfill the vital role of
timekeeper.

e Provide structured pre-work: Provide attendees with relevant
materials well in advance of the meeting and emphasize the
importance of completing the pre-work.

e Stay on time: Get in the habit of starting and ending all meet-
ings on time. Don’t reward latecomers by reviewing what they’ve
missed.

Several excellent articles and books have been written on the topic
of effective meeting management. For a simple and pragmatic look
at the subject I recommend Thomas Kayser’s 1990 book, Mining
Group Gold (Serif Publishing).

material on the organization’s mission, vision, values, strategy,
competitive position, and employee core competencies. Use
internal resources such as your strategy and marketing groups
to assist you with this effort. If you're publicly traded, many
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resources are at your disposal to garner information on past
performance. Press releases, stories in the business media, ana-
lyst reports, and the like will all provide valuable information.

Provide Balanced Scorecard education. At this point in the process,
you have steeped your team in the fundamentals of the Balanced
Scorecard but the tool still represents a black hole to much of
your employee population, including the senior management
team. Plug this gap early and effectively with a comprehensive
Scorecard training session designed to outline the challenges
that led you to select the Scorecard, fundamental principles of
the model, success stories, and how you plan to guide the imple-
mentation. Invite as many people as you can comfortably fit
into a venue for this first training session. This is no time to
practice education snobbery; you need to win the hearts and
minds of every employee, explaining to them what the Balanced
Scorecard is all about.

Develop or confirm mission, values, vision, and strategy. Based on
the information gathered in Step 1, you should be able to gen-
erate a consensus of where your organization rests in terms of
these critical items. If you do not have one or all of these Score-
card raw materials, you will have to work with your executive
team to develop them. Chapter Three provides a detailed review
of each of these elements of an effective Scorecard.

Conduct executive interviews. We've previously stressed the impor-
tance of executive involvement in the Scorecard process, and
it should come as no surprise that involving the entire execu-
tive team early in the process is an absolute must. During these
interviews with senior management, the team will gather feed-
back on the organization’s competitive position, key success
factors for the future, and possible Scorecard objectives and mea-
sures. Chapter Four provides a guide for your executive interview
process.

Develop your Strategy Map. Armed with a solid working knowl-
edge of the Balanced Scorecard’s core principles, having reviewed
copious amounts of background materials, and possessing years
of combined industry knowledge and experience, your team
is well prepared to construct the organization’s Strategy Map
of performance objectives. The simple one-page graphical
representation of your strategy will describe and powerfully
communicate to everyone in the company what is absolutely
critical to your success in each of the four Balanced Scorecard
perspectives. We’ll immerse ourselves deeply in the develop-
ment of Strategy Maps in Chapter Four.
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Step 6

Step 7
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Step 5a Executive workshop. Gain senior management consen-
sus on the Strategy Map developed by the team. Capture
and incorporate any recommendations from the exec-
utive group.

Step 5b  Gather employee feedback. Ultimately, you expect your
Balanced Scorecard to provide information that allows
all employees to determine how their day-to-day actions
link to the organization’s strategic plan. Therefore,
you need to poll your managers and employees to ensure
that they feel you've captured in the Strategy Map the
critical elements of value to your whole organization.

Develop performance measures. Your team will translate each of
the objectives on the Strategy Map into metrics you can track
to provide insight into the execution of your strategy and estab-
lish accountability throughout the company. Chapter Five is
devoted to the topic of performance measures.

Step 6a Executive workshop. The process begins to become real
when actual hard-hitting metrics are laid on the table
for executive review. It is vital that all members of the
executive team commit themselves to the measures
brought forward.

Step 6b  Gather employee feedback. This is an optional step. While
you desire employee feedback at every turn of the
Scorecard wheel, ultimately the highest-level perform-
ance measures must be owned by the senior manage-
ment and therefore you would expect their stickiness
factor to be oft the charts. Consider using this oppor-
tunity to explain to your staff precisely why the particular
measures you plan to use were chosen.

Establish targets and prioritize initiatives. Without a target for each
of your measures, you’ll have no way of knowing whether
improvement efforts are yielding acceptable results. The data
from your metrics provide you with only half the picture. A
target gives meaning to measure results by, affording a point
of comparison. However, setting targets may be among the
most challenging aspects of your entire implementation. Many
organizations have little actual practice in or techniques for
establishing meaningful performance targets. Additionally,
all measures should be accompanied by initiatives designed
to bring the targets to fruition. Chapter Six explores these topics
in greater depth, providing advice on setting targets and meth-
ods to prioritize competing initiatives.
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Gather data for your first Balanced Scorecard report. Dare to
be bold and proclaim that within 60 days of developing your
performance measures, you will be conducting your first man-
agement meeting with the Balanced Scorecard at the helm.
To do this will, of course, require gathering the data neces-
sary to supply that initial report. You may be thinking “We’ll
never have all the data!” and you are probably correct since
most new Scorecard adopters will be missing at least a por-
tion of the data for performance metrics as they ramp up their
reporting efforts. However, don’t let that stop you from the
many significant benefits that can accrue from discussing the
measures you do have: focus, alignment, and improved resource
allocation decisions to name but a few.

Those rockin’ granddads the Rolling Stones, the elder states-
men of music royalty, recently made a stop on their world tour
here in San Diego and I would love to have seen them in
action but as the concert date loomed ever closer did I take
any action? No, I just kept saying to myself, “I'd love to see
them.” Earth to Paul: buy a ticket! There was absolutely noth-
ing in the way of me wailing my heart out to “Satisfaction” with
the exception of that tiniest of details, but for some reason I
let the opportunity slip. Some Scorecard implementing orga-
nizations make the same mistake by talking a great game about
the alignment and focus they are going to derive from the tool
but failing to achieve it because they simply refuse to place
the Scorecard at the center of their management meeting and
reporting agenda. Repeat after me: To execute strategy, we must
discuss strategy. Getting to your first Balanced Scorecard report
should be the number one priority in the initial stages of your
implementation. Unlike me with the Stones, who, knowing them
will probably be touring for another twenty years, you don’t
have the luxury of time so make reporting a high priority on
your list.

Develop the ongoing Balanced Scorecard implementation plan.
The steps just outlined will get you from point zero to the
development of a Balanced Scorecard measurement tool. I
stress the word “measurement.” The remainder of this book
will focus on the evolution of that measurement tool to the
cornerstone of your organization’s management system. Later
chapters provide you with the tools for linking the Balanced
Scorecard to all key management processes within the firm.
Cascading accountability for results to lower levels of the orga-
nization, linking budgeting and planning to strategic aims,
and aligning reward systems are all vital operations that can
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be positively impacted by the presence of an effective Balanced
Scorecard.

Getting from Step 1 in the planning phase to Step 10 in the develop-
ment phase can take anywhere from 4 to 12 months—TI've seen both. The
amount of time your organization expends on the implementation will
depend (there is that word again!) on a number of factors: commitment
of the executive team, allocation of resources to the project, size and com-
plexity of the organization for which a Scorecard is being built, and
organizational readiness for a change of this magnitude. Exhibit 2.8 pre-
sents a possible timeline for both the planning and development phases,
with special emphasis on the word “possible.” As already discussed, your
timing will be impacted by several factors and may not follow the linear
approach suggested in the exhibit.

COMMUNICATING THE BALANCED SCORECARD

My wife says I am just plain nosy, always asking people questions about
themselves, but I ascribe my inquisitive nature to my mother and her Scot-
tish heritage. Whether it’s nature or nurture, there is no denying the fact
I like to ask questions, which comes in very handy when you make your
living as a management consultant. One question that invariably comes
up when I meet someone for the first time is “What do you do?” Not sur-
prisingly, after filling me in on their profession, most people ask about
my job. When I tell them consulting in the area of Balanced Scorecard is
my vocational choice, I get as many quizzical looks and as I do nods of
recognition. Not everyone is aware of the Balanced Scorecard, a fact that
presents opportunities for me as a consultant and both opportunities and
challenges for you in your efforts to drive acceptance of the tool.

At this point it’s a safe assumption that many people in your organiza-
tion may not have even heard of the Balanced Scorecard and your reading
thus far in this book qualifies you as the leading authority of Scorecard
knowledge. Even those who do profess some familiarity with the concept
may be completely skeptical of its ability to effect any real change. And
it’s very important to remember that the Balanced Scorecard is a tool of
change. Most change efforts struggle to succeed, with lack of communica-
tion being a chief cause of the potential failure. Professor and author John
Kotter has said, “Without credible communication, and a lot of it, employees’ hearts
and minds are never captured.”?* Most organizations fail to heed this valuable
advice, and their change efforts are the worse for it. These challenges must
be met head on during your implementation efforts if you expect employ-
ees to begin using this tool to make real business decisions. A carefully
constructed communication strategy and plan will prove to be a great ally
in the struggle to enlighten all employees and win support throughout your
Balanced Scorecard development process.
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As you read this you may be thinking: “Maybe I should skip on to the
next section. After all, we really haven’t done much on the Scorecard to
this point, so what would we communicate? Nobody really needs to know
anything yet; we’ll wait until we have more to say.” These are practically
verbatim quotes from actual clients of mine. I can virtually guarantee that
people are already aware of the Scorecard initiative, despite your lack of
formal communication. For this awareness, you can blame—or thank,
depending on your point of view—that most reliable of information
sources, the grapevine. Every day and week that goes by with no informa-
tion coming forth on the implementation is fostering mistrust among your
employee base. You're about to invest tremendous effort into building a
new management tool; don’t let a lack of communication explaining the
concept and the benefits it will produce derail that effort. Let’s look at
the elements of an effective communication plan you can use during your
Balanced Scorecard implementation.

Objectives for Your Communication Plan

The starting point of your communication planning endeavors should be
the consideration of a vision and objectives. Ask yourself why you are
launching a communication plan and what you expect to achieve as a
result. I's your primary focus on educating your key stakeholder groups or
in winning the support of front-line employees? At Nova Scotia Power, a
Canadian electrical utility, the Balanced Scorecard team used this vision
to guide their communication efforts: “To present the concepts of the Balanced
Scorecard to the key constituents involved in both sponsoring and providing input
to the implementation, and to provide all involved with regular updates regarding
the team’s progress during the implementation.” This simple statement provided
the basis for all future communication efforts during the rollout. Your
objectives should represent the unique attributes of your implementation
and the culture of your organization, but in general most organizations
include at least some of these ideas:

¢ Build awareness of the Balanced Scorecard at all levels of the organi-
zation.
e Provide education on key Balanced Scorecard concepts to all audiences.

¢ Generate the engagement and commitment of key stakeholders in the
implementation.

e Encourage participation in the process.

e Generate enthusiasm for the Balanced Scorecard.

e Ensure team results are disseminated rapidly and effectively.
Establishing objectives for the communication plan will often lead you

to the development of a theme or metaphor you can use to creatively “brand”
your implementation. Some people like slogans and themes, others think
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they’re hokey and convey little of value. Whatever your opinion, there is
little doubt that themes are colorful and often memorable. And “memo-
rability” is a huge weapon in the arsenal of communication. For Bridgeport
Hospital, the communication theme was “Journey to Destination 2005,”
using the analogy of a bus trip to the future. Highways represented the
hospital’s five strategic imperatives, landmarks represented the objectives,
and mile markers represented the performance measures.?> Whatever
phrase you choose should reflect your organization, your culture, and your
aspirations.26

Elements of the Communication Plan

The simplest way to devise your plan is by utilizing the “W5” approach: who,
what, when, where, and why. Each is discussed next in the context of com-
munication planning.

o Purpose/message (what/why). This describes the information content defined
in the plan. All communication plans will contain key messages that
must accompany information deliveries. Your Balanced Scorecard ini-
tiative may have a number of key messages, including: how the
Scorecard aligns with strategy implementation, the role of the Balanced
Scorecard in relation to other change initiatives, or the new manage-
ment philosophy represented by the Scorecard. Other content defined
in the communication plan may include timelines, development status,
issues, and education. Since the roles and responsibilities of your audi-
ence groups vary, the information messages should be tailored toward
the target’s role.

® Audience (who). This refers to the specific individuals or groups identi-
fied who will require messages during the implementation. Depending
on the size and scope of your rollout, audiences will vary. However, plan
to include your senior management team, steering committee if you’re
using one, middle management group, all employees, and your Balanced
Scorecard team.

o Frequency (when). The information needs of your audience groups will
dictate the amount of communication you provide, but I encourage you
to do more than you think is necessary to ensure you penetrate the atten-
tion zone of an often-overwhelmed employee base. As authors Charan
and Bossidy put it: “It takes repetition, sometimes ad nauseam, to persuade
everybody in an organization that the leader means what she’s saying and that
what she’s saying needs to be taken seriously”?” Jack Welch, an executive who
knows a thing or two about what it takes to make meaningful change
take root inside a company, shares this graphic commentary on the fre-
quency of communication: “There were times I talked about the company’s
direction so many times in one day that I was completely sick of hearing it myself.
But I realized the message was always new to someone. And so, you keep on
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repeating it.”*® Simply put, do not risk losing the support and enthusi-
asm of any audience by limiting the amount of information they receive.

o Delivery vehicle (where/how). This describes the method chosen to broad-
cast the message and will depend on the needs of the audience. With
today’s technologies, choices of delivery vehicles are really just a func-
tion of the limits of your imagination. Consider any or all of these as
possibilities: face-to-face meetings, group presentations, project plans,
newsletters, workshops, brown bag lunches, video presentations, mes-
sage kits, e-mails, news bulletins, raffles and contests, pay-stub messages,
demonstrations, road shows, town hall meetings. Many organizations
will create internal Web sites promoting the Scorecard and providing
educational opportunities. The U.S. Army, which dubbed its Scorecard
implementation the Strategic Readiness System (SRS), used such a tool;
it was accessible around the world and contained a vast library of infor-
mation resources. The army supplemented this online channel with print
articles about the initiative, an annual conference on the topic, a news-
letter, and periodic conference calls.??

o Communicator (who). This is the individual or group responsible for the
content and distribution of the message. Again, the communicator will
vary, based on the message and the needs of the audience. For example,
more formal communications will normally emanate from the executive
sponsor, while a member of the Scorecard team may write newsletter
articles.

What you decide to communicate is ultimately up to you, but there is
one thing you definitely should include in your communication plan: a
glossary of terms. Virtually every organization I have worked for or with
has used slightly different terminology to describe performance manage-
ment terms. An “initiative” in one company might be known as an “objective”
in another. “Critical success factors” in your shop may go by “key performance
indicators” elsewhere. Semantics are important because in today’s modern
organization, many employees—knowledge workers—may have gone
through a performance management initiative at another company using
an entirely different vernacular. You want your Balanced Scorecard to foster
teamwork, cooperation, and sharing of information. That will prove exceed-
ingly difficult if your employees are speaking a different language from
your implementation team. One organization I know of was nearing the
end of a Balanced Scorecard initiative when it became clear that the Score-
card team was using terms that held very different meanings in the minds
of the managers. At that late hour the team had to embark on an exten-
sive campaign to educate the entire management group on the vocabulary
of the rollout and ensure they shared common goals.

One final thought: Don’t take the success of your communication efforts
for granted. To ensure that communication activities are reaching targeted
audiences, a communication effectiveness measurement effort is highly
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recommended. Survey target audiences regularly throughout the process,
and assess your efforts on these criteria:

e No contact. The person has not heard of the Balanced Scorecard imple-
mentation.

e Awareness. The person has heard about the initiative but doesn’t know
what it is.

o Conceptual understanding. The person understands the Balanced Score-
card and any individual effects.

o Tactical understanding. The person understands both the personal and
organizational effects of the Balanced Scorecard.

o Acceptance. The person will support the Balanced Scorecard and the changes
it will bring.

A simplified communication plan is shown in Exhibit 2.9.

KEEP IN MIND

In his latest book, The 8th Habit, management scholar Stephen Covey tells
the story of a certain species of Chinese bamboo. When you plant the
bamboo, you see nothing for four years. Just a little shoot out of the ground
and that’s it. You weed, water, cultivate, nurture, and do everything you
can to stimulate its growth, but you see nothing. In the fifth year, this par-
ticular species of Chinese bamboo grows to 80 feet. In its initial stages, all
of the growth went underground in the root. Then, once it had its roots
in place, all of the growth went aboveground and was visible.3? The topics
we covered in this chapter resemble the initial growth of the Chinese
bamboo; we are nurturing the roots of your Balanced Scorecard imple-
mentation to ensure that, when it blossoms, it will have the strength to lead
your organization for years to come. And the good news is you won’t have
to wait four years to see results. Keep these points in mind:

e The first question you must answer when developing a Balanced Score-
card is “Why?” A guiding rationale for your implementation ensures
focus during the rollout and beyond, enhances communication efforts,
and builds bridges between the work of alignment among the Scorecard
and key management processes.

¢ Organizations embarking on a Balanced Scorecard project often assume
the logical starting point for their efforts is a high-level corporate Score-
card. This may or may not be the case. We examined seven criteria for
making the decision of where to begin your Scorecard effort: strategy,
sponsorship, need, support of key managers, scope, data, and resources.

e If there is one undeniable fact of organizational life, it is that no ini-
tiative will prosper or even survive without executive sponsorship. The
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Balanced Scorecard is no exception. You must find a willing and able
senior executive who will act as an ambassador for your implementa-
tion. To secure executive sponsorship, you must find a senior manager
whose values are consistent with those of the Balanced Scorecard ide-
ology, demonstrate the results this tool can offer, and educate your senior
team on the subtleties of the methodology.

No single individual in your organization holds the necessary infor-
mation to build an effective Balanced Scorecard. A group effort is required.
Your team must include an executive sponsor, champion, work group
members, and possibly an organizational change expert. For your team to
construct an effective Scorecard, members must possess the requisite
knowledge of this tool. Team training may consist of literature reviews,
conferences, and case studies.

A carefully conceived implementation plan consistent with your orga-
nization’s culture and planning methods is a must for Balanced Scorecard
success. Most Balanced Scorecard plans will encompass two distinct phases:
planning and development.

Because the Balanced Scorecard is primarily an agent of change, it is
critical to craft a communication strategy and plan. Objectives of the
plan may include: building awareness, providing education on key con-
cepts, generating engagement and commitment, encouraging participa-
tion, generating enthusiasm, and providing results to interested parties.
The “W5” approach of who, what, when, where, and why can be used to draft
the elements of the plan.
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CHAPTER 3

Mission, Values, Vision,

and Strategy

Roadmap for Chapter Three Anyone who has ever built a new house
knows there are many things that must take place long before you ever cut
a board or swing a hammer. First, in your mind’s eye, you would conceive
of the house you’d like to live in and work with an architect to devise the
plans that bring your images to life. Once you have the blueprint in place,
you can begin to assemble the materials you’ll need to construct your
house: lumber, nails, plaster, pipes, and wires, among a host of other items.
Only then can you erect a sturdy house that will withstand the elements
and provide you long-lasting comfort and enjoyment. Developing our Bal-
anced Scorecard is not unlike this exercise. In the last chapter we described
the importance of planning your efforts, setting objectives, gaining exec-
utive support, determining where to begin, developing your team, and
communicating your implementation. Once you've completed those steps,
you have a blueprint ready for your Scorecard. Like our hypothetical house,
you’re now ready to gather your raw materials and start building your
Balanced Scorecard. This chapter describes the raw materials you’ll need
to construct a solid and sustainable Balanced Scorecard that will stand up
to the volatile weather of the business environment.

The components of an effective Balanced Scorecard are your orga-
nization’s mission, core values, vision, and strategy. In this chapter we’ll
examine each of these building blocks in detail and consider what they
are, how to determine their effectiveness, review tips on developing them,
and see their vital linkage to the Balanced Scorecard. As a Scorecard
practitioner, you’ll need to determine if the Balanced Scorecard you've
developed is truly aligned with your mission, values, vision, and strategy
(see Exhibit 3.1). This chapter equips you with the tools to make that criti-
cal determination.

MISSION STATEMENTS

I decided to write this book to offer my experience with the Balanced
Scorecard. But, as is always the case in life, the more you give, the more

71
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Exhibit 3.1 The Balanced Scorecard Translates Mission, Values,
Vision, and Strategy

)
B
a
I
a
n
S Cc .
Mission e Why we exist
Guiding principles d Values
Vision 2 Word picture of the future
Differentiating activities o Strategy
r
e
Cc
a
r
d
- J

you get. Crafting these pages has provided me with endless learning oppor-
tunities, and this chapter is a great example. Words like “mission,” “values,”
“vision,” and “strategy” are business standards, widely accepted and (I
thought) well understood. When I embarked on my research for this chap-
ter, I was surprised to discover the many and varied definitions of these
terms, particularly “mission” and “vision.” Apparently I'm not the only one
facing some confusion. In The Dilbert Principle, oft-quoted business sage
Scott Adams has this to say about mission and vision: “The first step in devel-
oping a vision statement is to lock the managers in a room and have them debate
what is meant by a vision statement, and how exactly it differs from a mission state-
ment. These are important questions, because one wrong move and the employees
will start doing ‘vision’ things when they should be doing ‘mission’ things and before
long it will be impossible to sort it all out.”! A former General Electric chief
executive, perhaps after reading that, in a similar vein once said: “Mission
and values have got to be among the most abstract, overused, misunderstood words
in business”? Let’s heed Scott’s advice and sort this whole thing out before
confusion reigns. What follows is my thinking on mission, values, vision,
and strategy based on my experience and the work of many writers, theo-
reticians, and practitioners.
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What Is a Mission Statement?

A mission statement defines the core purpose of the organization—why
it exists. The mission examines the raison d’étre for the organization
beyond simply increasing shareholder wealth and reflects employees’ moti-
vations for engaging in the company’s work. David Packard captured the
essence of mission very well in a 1960 speech to Hewlett-Packard employ-
ees: A group of people get together and exist as an institution that we call a
company so they are able to accomplish something collectively that they could not
accomplish separately—they make a contribution to society, . . . do something which
is of value’”® The mission attempts to capture the contribution and value
that Packard so eloquently describes, illuminating the core purpose that
draws us to our work and inspires our very best.

Unlike strategies and goals, which may be achieved over time, you never
really fulfill your mission. It acts as a beacon for your work, constantly pur-
sued but never quite reached. Consider your mission to be the compass
by which you guide your organization. In today’s hectic (to put it very euphe-
mistically) business world, you need a star to steer by and your mission
should provide just that.

Effective Mission Statements

Let’s look at some characteristics of effective mission statements. These
attributes should assist you if your organization does not currently use a
mission statement. If you do have a mission, check it against these items
to judge its effectiveness.

o [Inspire change. While your mission doesn’t change, it should inspire great
change within your organization. Since the mission can never be fully
realized, it should propel your organization forward, stimulating
change and positive growth. Take, for example, the mission of 3M, which
is “To solve unsolved problems innovatively” Such a simple and powerful
mission is sure to lead 3M into many new and interesting fields as
it attempts to solve the innumerable problems we face. Wal-Mart states
its mission as “Give ordinary folks the chance to buy the same things as rich
people?” Retailing may look vastly different in 100 years than it does today,
but you can bet that ordinary folks will still want the opportunity to
acquire the same things as rich people!

o Long term in nature. Mission statements should be written to last 100
years or more. While strategies and plans will surely change during that
time period, the mission should remain the bedrock of the organiza-
tion, serving as the stake in the ground for all future decisions.

o Easily understood and communicated. Nobody would argue that our modern
organizational world is awash in jargon. Buzzwords abound in offices
around the world as we invent new and curious terms and phrases. While
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many people react negatively to buzzwords, some say they simply rep-
resent a sign of “words in action and a culture on the move.”* Regardless of
your opinion on the role of buzzwords in our modern life, they really
have no place in a mission statement. Your mission should be written
in plain language that is easily understood by all readers. A compelling
and memorable mission is one that reaches people on a visceral level,
speaks to them and motivates them to serve the organization’s purpose.
You can actually consider your mission a valuable recruiting aid in attract-
ing like-minded individuals to take up your cause.

Developing Your Mission Statement

The first question to consider when writing your mission statement is: Who
should be involved in the process? There are different schools of thought
on this subject. Some argue the mission should be crafted by the CEO or
some other executive, sent out for comments and revisions, and finalized
without any meetings or committee involvement. Others believe the mis-
sion statement, with its inherent focus on capturing the hearts and minds
of all employees, cannot possibly be drafted without employee involve-
ment. Being the good fence-sitting consultant I am, I'll come down some-
where on the middle in this debate. In Chapter Two we discussed the
importance of executive sponsorship for the Balanced Scorecard. We noted
that executives were critical to the process of developing the Scorecard
because most middle managers lack the overall perspective demanded in
creating the document. Mission statements are similar in that you require
the broad and high-level thinking of an executive to consider the spectrum
of alternatives facing the organization. Charismatic leaders often possess
the enviable ability of crystallizing the organization’s place and future goals
in compelling terms to be shared with all employees. Don’t deny yourself
the opportunity of gleaning your executives’ wisdom and foresight. At
the same time, you should also involve as many people as possible in
reviewing the draft mission statement. Let employees at every level of
the organization have the chance to kick the tires of this most important
of documents. The mission must serve to galvanize everyone toward an
exciting future, and without involvement in the process, commitment will
be difficult if not impossible to acquire.

A very effective method for developing your mission is based on a
concept known as the “5 Whys” developed by Collins and Porras.® Start
with a descriptive statement, such as “We make X products or deliver Y
services.” Then ask: “Why is this important?” five times. A few “whys” into
this exercise, and you’ll begin to see your true mission emerging. This
process works for virtually any product or service organization. A waste
management company could easily move from “We pick up trash” to “We
contribute to a stronger environment by creatively solving waste manage-
ment issues” after just a couple of rounds. A market research organization
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might transition from “Provide the best market research data” to “Con-
tribute to customers’ success by helping them understand their markets.”
Notice that with each round of “why,” you’ll move closer and closer to your
true reason for being as an organization, to the value or contribution you
strive to create or make. This process is so powerful because it builds on
the notion of abstraction. I define “abstraction” as moving to a different
level, leaving characteristics out. We humans are great abstractors; just ask
anyone about themselves and chances are the first thing you’ll hear is “I'm
an accountant” or “I work in high tech.” We tend to let these descriptions
or abstractions define us, and we perceive the world around us through
that particular lens. Why not move down the abstraction ladder a bit and
see yourself as a husband or wife, neighbor, amateur scientist, movie lover,
and so on? Doing so opens up a world of possibility in our lives. Similarly,
most organizations focus intently on the microdetails of their operations,
failing to see the bigger issues that underlie their purpose. The “5 Whys”
forces us to abstract to different levels, thereby leaving behind the myriad
specific characteristics of our organizational being and discovering our
true meaning. Exhibit 3.2 shares the mission statements of a number of
organizations.

Why a Mission Is “Mission-Critical” to the Balanced Scorecard The
Balanced Scorecard was not designed to act as an isolated management

Exhibit 3.2 Sample Mission Statements

Merck

American Institute
of Certified Public
Accountants

3M
Wal-Mart

Walt Disney
Hewlett-Packard

Marriott

Sony

Mary Kay
Cargill

To preserve and improve human life

To provide members with the resources, information, and
leadership that enable them to provide valuable services in
the highest professional manner to benefit the public as well
as employees and clients

To solve unsolved problems innovatively

To give ordinary folk the chance to buy the same things as
rich people

To make people happy

To make technical contributions for the advancement and
welfare of humanity

To make people away from home feel that they are among
friends and are really wanted

To experience the joy of advancing and applying technology
for the benefit of the public

To give unlimited opportunity to women
To improve the standard of living around the world
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tool; instead, it is part of an integrated approach to examining our busi-
ness and providing us with a means to evaluate our overall success. Above
all, the Scorecard is a tool designed to offer faithful translation. What
does it translate? The Scorecard decodes our mission, values, vision, and
strategy into performance objectives and measures in each of the four
Scorecard perspectives. Translating this “DNA” of our organization with
the Balanced Scorecard ensures all employees are aligned with, and work-
ing toward, the mission. This represents one of the great values of the
Scorecard system. The mission is where we begin our translating efforts.
A well-developed Balanced Scorecard ensures the measures we track are
consistent with our ultimate aspirations and guides the hearts and minds
of employees in making the right choices.

When developing objectives on the Strategy Map and performance mea-
sures, you must critically examine them in the context of the mission you've
written for the organization to be certain they are consistent with that pur-
pose. Would a measure of “market share of the richest 1 percent of Ameri-
cans” make sense in light of Wal-Mart’s mission? Probably not; in fact, it
would reflect a fundamental shift in purpose. While Wal-Mart welcomes
all shoppers, and I'm sure many price-conscious wealthy people shop there,
it relies on a strategy of low prices to attract those who aren’t “rich.” 3M
wants to “solve unsolved problems innovatively.” If it develops a measure
and target on its Scorecard to cut research, development, and training,
would that be consistent with 3M’s core purpose?

You can build and implement a Balanced Scorecard without a mission
statement for your organization. It would still contain a mix of financial
and nonfinancial measures linked together through a series of cause-and-
effect relationships, but consider the tremendous value and alignment you
create when developing a Scorecard that truly translates your mission. If
you do have a mission, make certain the Balanced Scorecard you develop
is true to the core essence reflected in the document. If you don’t have a
mission statement, I would strongly encourage you to develop one and see
for yourself the focus and alignment you create when translating your mis-
sion into a Balanced Scorecard framework.

VALUES

What Are Values?

Competitive advantage can be derived from any number of sources in today’s
organizations. Superior strategies, innovative products, and exemplary cus-
tomer service are just some of the many ways in which organizations seek
to differentiate themselves from the pack. But for some organizations, the
way they behave is what makes the difference and provides the source of
their strength. We’ve all experienced situations that demonstrate this—
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perhaps a hotel employee providing us with a missing essential from our
travel bags or an amusement park worker who showed up to help at the
exact moment before the combination of stress and joy (which only an
amusement park can bring) became too much for us to bear. Chances are
these acts didn’t result from reading the latest management guru’s book
or from a desire to get a bigger bonus. No, they simply represent the way
things get done at that organization: in other words, its values.

Values are the timeless principles that guide an organization. They rep-
resent the deeply held beliefs within the organization and are demon-
strated through the day-to-day behaviors of all employees. An organization’s
values make an open proclamation about how it expects everyone to behave.
In Built to Last, authors Collins and Porras suggest that visionary organi-
zations decide for themselves what values to hold, independent of the
current environment, competitive requirements, or management fads. They
quote former Johnson & Johnson CEO Ralph Larsen on values: “The core
values embodied in our credo might be a competitive advantage, but that is not
why we have them. We have them because they define for us what we stand for,
and we would hold them even if they became a competitive disadvantage in certain
situations”® “What we stand for” is an important part of this quote. No uni-
versal set of right or wrong values exists; instead, each organization must
determine or discover the core values that comprise its essence and hold
importance to those within it. Organizations tend to have a small number
of core values that truly reflect their very essence. A large number may
indicate confusion between values and practices. While practices, processes,
and strategies should change over time in answer to the many challenges
that come our way, we expect values to remain the same, providing an endur-
ing source of strength and wisdom.

In many organizations the core values represent the strong personal
beliefs of the founder or CEO: for example, Walt Disney’s belief in imag-
ination and wholesomeness. Just as we would expect parents to exert great
influence over the developing values of their children, it is the organiza-
tion’s leaders who set the tone for values within an organization. Therefore,
leaders must constantly strive not only to develop appropriate values, but
more important they must consistently mirror the values in their words
and actions. As the Swiss Philosopher Henri Amiel once said, “Every man’s
conduct is an unspoken sermon that is forever preaching to others’’

Values-Driven Organizations

In reality, all organizations have a set of values. Author Richard Barrett
recognizes this fact but suggests that the declaration of the underlying
values is key: “The critical issue is whether these values are conscious, shared, and
lived, or remain unconscious, and undiscussed. When values are not defined, the cul-
ture of the ovganization is subject to the vagaries of the personality of the leader”8
Barrett goes on to suggest that if leaders are operating from self-interest,
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then the organization will do the same. However, if the personality of the
leader is focused in higher levels of consciousness, then the organization
will operate for the common good. We often associate positive values with
the common good, holding certain beliefs and operating on them in the
hope that our actions will result not only in economic profits but the
improvement of society as well. Is there room in our modern economy,
which often appears rather cutthroat, to say the least, for an organization
to do well by doing good, living its values? Some organizations are prov-
ing that is in fact the case.

J. W. Marriott has noted, “The concept of making employees feel really good
about themselves seems to be missing from many companies’ philosophies”® He
understands that if employees feel confident and content, generally happy
with themselves and the job, this positive attitude will translate to better
service for guests. Marriott has determined that being good to people is
not only the right thing to do for employees but makes good business sense.
For that reason, “Take care of Marriott people and they will take care of Marriott
guests” is one of the Marriott hotel chain’s core values.

Another great example of running a company with values at the helm
comes from the East Coast of the United States: Tom’s of Maine. Starting with
a $5,000 loan from a friend, Tom and Kate Chappell began making prod-
ucts for home use that would not harm the environment. Beginning with the
first nonphosphate liquid laundry detergent, they soon built a multimillion-
dollar business supplying environmentally friendly personal care and well-
ness products. Founder Tom Chappell says, “Your personal values can be
integrated with managing for all the traditional goals of business—making money,
expanded market share, increased profits, retained earnings, and sales growth.
Not only can your personal beliefs be brought to work, they can work for you!’10
The commitment to using natural ingredients in its products and serving
customers and employees guides every decision made at the company.
Tom’s Statement of Beliefs, which serves as the company’s core values, is
shown in Exhibit 3.3.

A final example of values-driven organizations is provided by The Body
Shop, an international skin and hair care retailer. The company was founded
by Anita Roddick, who in 1976 began retailing homemade, naturally in-
spired products with minimal packaging. The organization rapidly evolved
from one small shop in Brighton on the South Coast of England, to a
worldwide network of shops, which now makes a sale every 0.4 seconds
worldwide. The Body Shop has always believed that business is primarily
about human relationships with its stakeholders: employees, franchisees,
customers, communities, suppliers, and shareholders. The company con-
tinues to lead the way for businesses to use their voice for social and envi-
ronmental change. Vocal against animal testing and the destruction of
natural resources, The Body Shop also provides support to communities
in need through sustained trading relationships, not exploitation. Not con-
tent to simply state its values, The Body Shop has put them to the test by
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Exhibit 3.3 Tom’s of Maine Statement of Beliefs

» WE BELIEVE that human beings and nature have inherent worth and deserve
our respect.

» WE BELIEVE in products that are safe, effective, and made of natural ingredients.
» WE BELIEVE that our company and our products are unique and worthwhile,

and that we can sustain these genuine qualities with an ongoing commitment
to innovation and creativity.

>» WE BELIEVE that we have a responsibility to cultivate the best relationships
possible with our co-workers, customers, owners, agents, suppliers, and our
community.

» WE BELIEVE in providing employees with a safe and fulfilling work
environment, and an opportunity to grow and learn.

» WE BELIEVE that our company can be financially successful while behaving in
a socially responsible and environmentally sensitive manner.

publishing a Values Report that details its performance on social, environ-
mental, and animal protection issues. SustainAbility, which compared The
Body Shop’s entry against approximately 100 company reports as part of
the United Nations Environmental Program, refers to the Values Report as
“ . . unusual in is efforts to integrate social and environmental reporting with
considerable stakeholder engagement.” The Body Shop continues to reap the
rewards of living its values: It has been voted the second most trusted brand
in the United Kingdom and it continues to grow worldwide.

Establishing Values

This section is titled “establishing values” but actually the question “Can
we establish values?” might be appropriate. After all, each person and orga-
nization has a set of values that are demonstrated every day, a fact that was
apparent even to Elvis Presley, who once said, “Values are like fingerprints.
Nobody’s are the same, but you leave > em all over everything you do”'! Do the
values reflect the true essence of the organization or simply the thinking
of its current regime at the top? As previously noted, an organization’s core
values should not change but should act as the guiding principles for the
organization as it reacts to the world around it. While this is the case, we
must also recognize that, like virtually everything else, values within an
organization will sometimes remain long after they cease to provide any
benefit, and, in fact, they may become a hindrance to the ongoing success
of the company. Some values may even prove unethical or unacceptable
in the larger societal context. This doesn’t suggest a wholesale change of
values every few years to suit the current competitive landscape. It simply
implies an honest evaluation of your organization and the recognition of
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which values truly represent its essence and are the keys to your enduring
success.

The key to changing values and the underlying culture of an organi-
zation lies in open and honest identification of the current value systems
that exist and are rewarded in the organization. One tool to help you in
this endeavor was developed by Richard Barrett and is known as the cor-
porate value audit instrument.!? Individuals in the organization use three
templates of values/behaviors to choose: the 10 values that best represent
who they are (personal values), the 10 values that best describe how their
organization/team operates (organizational values), and the 10 values they
believe are most critical for a high-performance organization/team (ideal
organizational values). This very illuminating exercise is used as a diagnostic
tool to evaluate the strengths and weaknesses of existing values and cul-
ture. Organizations are able to assess the degree of alignment among per-
sonal, existing, and ideal organizational values, and identify the changes that
are necessary to develop a successful and enduring value system. If you
still need some assistance identifying values, author and consultant Jim
Collins has developed a number of questions you can use to identify the
core values in your organization:!3

¢ What core values do you bring to work—values you hold to be so fun-
damental that you would hold them regardless of whether they were
rewarded or not?

¢ How would you describe to your loved ones the core values you stand
for in your work and that you hope they stand for in their working lives?

e If you awoke tomorrow morning with enough money to retire for the
rest of your life, would you continue to hold on to these core values?

¢ Perhaps most important, can you envision these values being as valid
100 years from now as they are today?

¢ Would you want the organization to continue to hold these values, even
if at some point one or more of them became a competitive disadvantage?

e If'you were to start a new organization tomorrow in a different line of
work, what core values would you build into the new organization regard-
less of its activities?

Establishing values for the organization, the principles to be relied on
in good judgment to guide business decisions, cannot be considered a one-
time event. Like a new garden that is brought to maturity by the warmth
of the sun and the nourishment of fresh water, the values must be nurtured
constantly to be embraced and lived. Consider the words of D & B chief
executive Allan Loren: “We made the values . . . part of the culture by constantly
communicating them, so that everyone knew them, and by making sure that team
members lived them. For some time, we opened every meeting by reading our values
and guiding principle and discussing what we had learned by leveraging them.
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... We say clearly that if you don’t live our values, it wltimately makes no difference
what the results are”*

Values and the Balanced Scorecard

In the preceding section we discussed the possibility of changing the values
of an organization and the mechanisms for achieving this result. The Bal-
anced Scorecard represents the best solution for broadcasting your values,
reviewing them over time, and creating alignment from top to bottom in
the organization. The real key is alignment, having every employee see how
day-to-day actions are consistent with the values of the company and how
living those values contributes to overall success.

Chapter Seven discusses the concept of cascading the Balanced Score-
card, driving it down to lower levels of the organization while ensuring
alignment throughout. When we cascade we allow employees at all levels
to develop objectives and measures that represent how they influence cor-
porate or business unit goals. The measures selected must be consistent
with the values of the organization to ensure that everyone is headed in
the same overall direction. Reviewing or “auditing” the measures on lower-
level Scorecards provides a great opportunity to determine if the values
you espouse are really those held by your employees up and down the cor-
porate hierarchy. If you value innovation, for example, but your business
units have no performance measures tracking innovation or development,
then perhaps value innovation is not truly a guiding principle of their
operations. Conversely, if all lower-level Scorecards contain measures
relating to customer service but this value is not captured on the high-level
corporate Scorecard, then perhaps you've missed a core value that is impor-
tant to all of your employees.

Pragmatically, the Balanced Scorecard may also be used to track the
extent to which your organization really lives its values. For organizations
undergoing changes to values or suffering from turmoil, metrics that gauge
adherence to stated values may be of great benefit. However, developing
meaningful value-based metrics may prove challenging to even the most
creative Scorecard builders. Possibilities include “mystery shopper” or casual
observation techniques to determine if employees are behaving in accor-
dance with your values. Calculating the percentage of employees who can
recite your core values without prompting could also be used, but this would
prove very difficult to track and may justifiably raise the ire of those being
asked to list the company’s values. Another possibility is identifying behaviors
consistent with your values and basing at least part of the annual per-
formance appraisal on the demonstration of these behaviors by employees.

A final thought on values in the organization comes from Tom Morris.
Writing in his book If Aristotle Ran General Motors, Morris has this to say
about the importance of values at work: “People who are personally reassess-
ing their lives in light of their deepest values will not find it easy to settle for less
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than a work environment that respects and encourages those values. They will cer-
tainly not be able to flourish, to be and do their best, in conditions that have not
been wisely developed with sensitivity to what deeply moves people and what most
Sfundamentally matters to us all”'5 Exhibit 3.4 displays the values of some large
organizations we’re probably all familiar with.

VISION

What Is a Vision Statement?

Thus far in the chapter we’ve discussed the importance of a powerful mis-
sion to determine your core purpose as an organization and the values that
you consider essential to achieving that purpose. Based on that mission and

Exhibit 3.4 Selected Statements of Values

General Electric
¢ Having a passion for excellence and hating bureaucracy
¢ Being open to ideas from anywhere and committed to working things out
 Living quality and driving cost and speed for competitive advantage

* Having the self-confidence to involve everyone and behaving in a boundary-
less fashion

¢ Creating a clear, simple, reality-based vision and communicating it to all
constituencies

e Having enormous energy and the ability to energize others

» Stretching, setting aggressive goals, and rewarding progress, yet understanding
accountability and commitment

* Seeing changes as opportunity, not threat

¢ Having global brains and building diverse and global teams
Nordstrom

* Service to the customer above all else

¢ Hard work and individual productivity

¢ Never being satisfied

* Excellence in reputation; being part of something special
Walt Disney

* No cynicism

¢ Nurturing and promulgation of “wholesome American values

» Creativity, dreams, and imagination

¢ Fanatical attention to consistency and detail

* Preservation and control of the Disney magic

”
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those values, we now want to create a statement that defines where we want
to go in the future. The vision statement does just that. The vision signi-
fies the critical transition from the unwavering mission and core values to the
spirited and dynamic world of strategy.

A vision statement provides a word picture of what the organization
intends ultimately to become—which may be 5, 10, or 15 years in the
future. This statement should not be abstract; it should contain as con-
crete a picture of the desired state as possible and also provide the basis
for formulating strategies and objectives. A powerful vision provides every-
one in the organization with a shared mental framework that helps give
form to the often abstract future that lies before us. Vision always follows
mission (purpose) and values. A vision without a mission is simply wishful
thinking, not linked to anything enduring. Typical elements in a vision
statement include the desired scope of business activities, how the corpo-
ration will be viewed by its stakeholders (customers, employees, suppliers,
regulators, etc.), areas of leadership or distinctive competence, and strongly
held values.

Do You Need a Vision Statement?

Virtually every organization in every industry has a vision statement. But
despite its widespread use, it seems clear that the word “vision” is one of
the most overused and possibly least understood words in business. One
of the biggest problems is that a vision statement can mean different things
to different people. Deeply held values, outstanding achievement, societal
bonds, exhilarating goals, motivational forces, and raisons d’étre are some
of the many images conjured up by vision statements.!6

In their book Competing for the Future, authors Hamel and Prahalad note
that a wide variety of leaders from many walks of life have found them-
selves uneasy with the concept of “vision.” They warn of vision statements
that simply reflect an extension of the CEO’s ego and the inherent danger
in this approach to visioning. But they concede that every company needs
a well-articulated view about tomorrow’s opportunities and challenges. They
choose the word “foresight” over “vision,” saying: “Vision connotes a dream or
an apparition, but there is more to industry foresight than a single blinding flash of
insight. Industry foresight is based on deep insights into the trends in technology,
demographics, regulation, and lifestyles that can be harnessed to rewrite industry
rules and create new competitive space.”1” Others warn of the potential for
a “dysfunctional” vision statement. For example, a vision statement could
simply be wrong. Targeting the wrong opportunities or customers may
create substantial corporate momentum toward the wrong future, momen-
tum that could prove difficult to change. And the lack of reality reflected
in a vision statement or a reliance on abstraction may create significant
problems for the organization. Additionally, so many vision statements are
simply repositories for the latest buzzwords that they appear empty and
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shallow. Employees will greet such statements with cynicism and question
the competence of the executives who drafted the document.

Despite these cogent views, the vast majority of organizations have little
doubt as to the value of a well-crafted vision statement. The power of a
shared vision that is lived by all employees of the organization can pro-
vide a significant motivational force. John Kotter notes three important
purposes served by a vision during a change process—and remember, the
Balanced Scorecard is first and foremost an instrument of change:!8

1. By clarifying the general direction for change, the vision simplifies
hundreds or thousands of more detailed decisions.

2. The vision motivates people to take action in the right direction, even
if the initial steps are personally painful.

3. Actions of different people throughout the organization are coordi-
nated in a fast and efficient way based on the vision statement.

Regardless of the size of your organization, a skillfully created vision
statement not only describes what you’re attempting to accomplish but will
serve to inspire all employees to join you in meeting the challenges that
lie ahead. Ralph Norris of ASB Bank suggests: “It’s a lot easier to hold a steady
course in a volatile and uncertain market if the company has a clear corporate
vision. I think every organization should have a vision of where it’s going—
otherwise anywhere will do.”1?

Effective Vision Statements

Everything discussed in this chapter is critical to your organization and
your Balanced Scorecard implementation. However, the vision may rep-
resent the most critical component since it acts as a conduit between your
reason for being as reflected in the mission, the values representative
of your culture, and the strategy you’ll put into execution to reach your
desired future state. Without a clear and compelling vision to guide the
actions of all employees, you may wind up with a workforce that lacks direc-
tion and thus is unable to profit from any strategy you put in place, no
matter how well conceived. Let’s look at some characteristics of effective
vision statements:

e Concise. The very best vision statements are those that grab your atten-
tion and immediately draw you in without boring you with pages of
mundane rhetoric. Often the simplest visions are the most powerful and
compelling, like Starbucks’ past refrain of “2,000 stores by 2000.” If
everyone in your organization is expected to act and make decisions
based on the vision, the least you can do is create something that is
simple and memorable. Consider it your organizational campaign slogan
for the future.
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o Appeals to all stakeholders. A vision statement that focuses on one group
to the detriment of others will not win lasting support in the hearts and
minds of all constituencies. The vision must appeal to everyone who
has a stake in the success of the enterprise: employees, shareholders,
customers, and communities, to name but a few.

o Consistent with mission and values. Your vision is a further translation of
your mission (why you exist) and the values of underlying importance
to your organization. If your mission suggests solving problems and one
of your core values is constant innovation, we would expect to see a ref-
erence to innovation in your vision statement. In the vision you're
painting a word picture of the desired future state that will lead to the
achievement of your mission and ensure the two are aligned.

e lerifiable. Using the latest business jargon and buzzwords can make your
vision statement very nebulous to even the most trained listener. Who
within your organization will be able to determine exactly when you became
“world class, leading edge, or top quality”? Write your vision statement
so that you’ll know when you’ve achieved it. While mission and values
won’t change, we would expect the vision to change since it is written
for a finite period of time.

o Feasible. The vision shouldn’t be the collective dreams of senior man-
agement; it must be grounded solidly in reality. To ensure this is the case,
you must possess a clear understanding of your business, its markets,
competitors, and emerging trends.

e [nspirational. Your vision represents a word picture of the desired future
state of the organization. Don’t miss the opportunity to inspire your team
to make the emotional commitment necessary to reach this destination.
The vision statement should not only guide but also arouse the collec-
tive passion of all employees. To be inspirational, the vision must first
be understandable to every conceivable audience from the boardroom
to the shop floor. Throw away the thesaurus for this exercise and focus
instead on your deep knowledge of the business to compose a mean-
ingful statement for all involved.

An inspirational vision statement is one of the greatest assets you can
possess in your organization, and the rewards can be tremendous. Take the
story of Albert Lai, a 19-year-old entrepreneur who, along with two other
young business partners, sold his start-up mydesktop.com after just two
years for over $1 million. Lai suggests that a clear vision and mission is
critical for any entrepreneurs wanting to build their business: “Having uni-
fied vision and mission statements for your organization allows you to have a
benchmark and touchstone for when you have to make decisions for the future. This
will help when there are no clear answers, or for critical decisions that will fun-
damentally impact your products and services”?0
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Developing Your Vision Statement

The section on developing your mission statement began by suggesting
the first order of business is determining who should actually be involved
in the process. Should the mission represent a brilliant flash of insight from
an omniscient CEQO, or should the entire executive team share the arduous
task? Penning your vision statement offers a similar challenge, with no
simple answers. I’'m going to describe two methods for developing your
vision statement that represent a compromise on the either/or thinking of
involvement of just the CEO or the entire executive team. The two methods
are the interview method and the back-to-the-future technique.

As you might have guessed, executive interviews are the key component
of the interview method for developing your vision. Each of the senior
executives of your organization is interviewed separately to gather their
feedback on the future direction of the organization. I suggest using an
outside consultant or facilitator to run the interviews. A seasoned consul-
tant will have been through many interviews of this nature and have the
ability to put the executive at ease, ensuring that the necessary informa-
tion flows freely in an environment of trust and objectivity. The interview
should last about an hour and include both general and specific (indus-
try and organization) questions, as well as a mix of queries oriented to the
past, present, and future. Typical questions may include:

¢ Where and why have we been successful in the past?

¢ Where have we failed in the past?

e What makes us unique as an organization?

¢ Why should we be proud of our organization?

e What trends, innovations, and dynamics are currently changing our
marketplace?

¢ What do our customers expect from us? Our shareholders? Our employees?

¢ What are our greatest attributes and competencies as an organization?

¢ Where do you see our organization in 3 years? 5 years? 10 years?

e How will our organization have changed during that time period?

e How do we sustain our success?

The interviewer summarizes the results of the interviews and presents
them to the CEO. At this point the CEO will have the opportunity to draft
the vision based on the collective knowledge gathered from the senior
team. Once the draft is completed, the entire team convenes and debates
the CEO’s vision, ensuring it captures the essential elements they discussed
during their interviews. You would not expect to have the first draft be
accepted by everyone, and in fact that’s the idea: You need to involve the
whole team in the creation process. However, by giving the CEO the ini-
tial responsibility for declaring the vision, you ensure her commitment to
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the vision and have a working draft from which to begin the refinement
process. Once the team has hammered out the vision statement, it should
be reviewed and accepted by as many levels in the organization as logis-
tically possible. With today’s technology, that should include just about
everyone.

I enjoy working with clients on the second technique, back-to-the-future
visioning. The exercise can be administered either individually or with a
group. I like using it with groups as the initial attempt to develop a draft
vision statement, but it also works well in individual settings. In describ-
ing the method, I'll assume a group session. Distribute several 3- x 5-inch
cards to each participant. To begin the session, ask the group to imagine
they awake the next morning 5, 10, or 15 years in the future (your choice
of time increment). In order to record their impressions, they’ve each been
given a disposable camera to capture important images and changes they
hoped might take place within their organization. At the end of each day’s
adventure, they must create a caption for the pictures they’ve taken during
that day. Instruct the group to record their captions on the index cards.
By the end of the trip they’ve cataloged the future in detail. Give the
participants about 15 minutes to imagine their trip to the future and
encourage them to visually capture as much as possible in their minds’ eye.
Ask the group: “What has happened with your organization—are you
successful? What markets are you serving? What core competencies are
separating you from your competitors? What goals have you achieved?”
Once the 15 minutes are up, say: “Unfortunately, on the trip back to the
present, the reentry was a little rough and the pictures were destroyed”
(more animated and comedic facilitators can have a field day with this sec-
tion) “but fortunately for you the captions remain.” Record the captions
from the index cards on a flip chart or laptop computer and use them as
the raw materials for the initial draft of a vision statement. I enjoy this
approach to vision statement development because it challenges the partic-
ipants to engage all of their senses in the process, not simply their cognitive
abilities.

These are just two of the methods I've found very useful in developing
a vision statement. Fortunately for all of us, abundant literature and prac-
tice exists on this subject and you have many resources at your disposal.
Other well-designed and -conceived techniques for drafting a vision state-
ment may be found in Built to Last by Jim Collins and Jerry Porras?! and
Transforming the Organization by Francis Gouillart and James Kelly.22 Once
you've developed your vision, you’ll be amazed at the power it provides,
regardless of the industry in which you work. Michael Kaiser is president
of the Kennedy Center for the Performing Arts in Washington, D.C. As
you’ll read, the power of vision is every bit as vital at this renowned per-
forming arts center as it is at a manufacturing plant or high-tech laboratory.
Kaiser explains: “I think what leaders have to do is to provide a vision for the
future. And what has been remarkable to me . . . is the power of a vision. If you
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can present [that vision] to people, either to people inside the organization who have
been damaged or people outside the organization who have lost faith in what the
organization can do, the power is remarkable”?>

Vision Statements and the Balanced Scorecard

When describing vision statements earlier in the chapter, I suggested they
normally include the desired scope of business activities, how the corpo-
ration will be viewed by its stakeholders (customers, employees, suppliers,
regulators, etc.), areas of leadership or distinctive competence, and strongly
held values. When writing a vision for the organization we’re attempting
to move away from either/or thinking to embracing the power of “and.”
It’s no longer a matter of satisfying one group using certain competencies
at the expense of another. The vision has to balance the interests of all
groups and portray a future that will lead to wins for everyone involved.
The Balanced Scorecard is the mechanism we use to track our achievement
of this lofty goal. The principle tenet of the Scorecard is balance, and more
precisely using measurement to capture the correct balance of skills,
processes, and customer requirements that lead to our desired financial
future as reflected in the vision. It works equally as well if you're in the
public or not-for-profit sector. The challenge of making your vision a real-
ity remains critical, and the architecture of the Balanced Scorecard can be
molded to help you do just that.

The Balanced Scorecard will provide a new, laserlike focus to your busi-
ness, and the potential problems represented by a misguided vision are
significant. We’ve all heard phrases like “What gets measured gets done,”
“Measure what matters,” and many others. The Scorecard is essentially a
device that translates vision into reality through the articulation of vision
(and strategy). A well-developed Balanced Scorecard can be expected to
stimulate behavioral changes within your organization. The question is:
Are they the sort of changes you want? Be certain that the vision you've
created for your organization is one that truly epitomizes your mission and
values because the Scorecard will give you the means for traveling first class
to that envisioned future.

STRATEGY

When I wrote the opening paragraph on strategy for the first edition of
this book, my wife and I were preparing for a move to a new house. For-
tunately, we were moving only about 12 miles, which greatly reduced the
burden, but of course we still had to pack up our entire house room by
room. Not a day went by during that move that I didn’t hear at some point,
“When are you going to pack up your office?” You see, I'm a packrat of sorts
and have managed to hold on to virtually every article, book, and relevant
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(at least to me) scrap of paper that’s come my way over the course of a
lifetime. As part of my research efforts for this book, I've cataloged most
of my archives and have discovered that a conservative estimate would
reveal that about 90 percent of the documents have at least some refer-
ence to the concept of strategy. Where do I begin, and more important,
if we ever move again, will I ever be able to pack it all? This plethora of
materials really shouldn’t come as a surprise since the field of strategy is
undoubtedly the most chronicled subject in the world of business. What
is amazing is that the disciplined study of business strategy really has been
with us for only a few decades, but in that time it has spawned literally thou-
sands of works. An additional challenge to discussing strategy is the fact
that it has relevant connections with numerous other areas of study. Who
among us doesn’t know at least one person proudly displaying a copy of
The Art of War in their office? Military strategy has been around for thou-
sands of years. Historians, physicists, biologists, psychologists, and anthro-
pologists to name but a few also contribute to the subject of strategy.

From the huge mountain of information that exists we must distill what
is most critical to the discussion at hand. Developing a comprehensive
strategy for your organization is beyond the scope of this book. Many well-
written and cogent texts are available on the subject, and I will refer to
some specifically. In this section I will focus on reviewing the common
elements of strategy and, most important for us, will outline why strategy
and the Balanced Scorecard must be woven together to get the maximum
benefit from both.

What Is Strategy?

A prolific writer on the subject of strategy, Henry Mintzberg, provides this
excellent synopsis of the subject to begin our discussion: “My research and
that of many others demonstrates that strategy making is an immensely complex
process, which involves the most sophisticated, subtle, and, at times, subconscious
elements of human thinking”?*As this quote illustrates, the difficulty with
defining strategy is that it has different meanings for different people and
organizations. Some feel strategy is represented by the high-level plans
management devises to lead the organization into the future. Others would
argue strategy rests on the specific and detailed actions you take to achieve
your desired future. To others still, strategy is tantamount to best prac-
tices. Finally, some may consider strategy a pattern of consistency of action
over time. Rather than focus on a stifling definition of this nebulous term,
let’s look at some of the key principles of strategy:

o Dufferent activities. Strategy is about choosing a different set of activities
from your rivals, the pursuit of which leads to a unique and valuable
position in the market.?5 If everyone were to pursue the same activities,
then differentiation would be based purely on operational effectiveness.
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In the excellent book Blue Ocean Strategy, authors Kim and Mauborgne
distill the essence of successful strategy to three elements: focus, diver-
gence, and a compelling tagline.?6 I think it offers the freshest thinking
on strategy to be produced in years: focus on key strengths, differenti-
ate yourself from competitors on typical industry dimensions, and offer
a memorable tagline.

o Trade-offs. Effective strategies demand trade-offs in competition. Strategy
is more about the choice of what not to do than what to do. Organiza-
tions cannot compete effectively by attempting to be everything to every-
body. The entire organization must be aligned around what you choose
to do and create value from that strategic position.2”

e Fit. The activities chosen must fit one another for sustainable success.
Peter Drucker in his “Theory of the Business” suggests that our assump-
tions about the business must fit one another to produce a valid theory.
Activities are the same; they must produce an integrated whole.28

o Continuity. While major structural changes in the industry could lead to
a change in strategies, generally strategies should not be constantly rein-
vented. The strategy crystallizes your thinking on basic issues, such as
how you will offer customer value and to what customers. This direction
needs to be clear to both internal (employees) and external (customers)
constituents.?? Changes may bring about new opportunities that can be
assimilated into the current strategy—new technologies, for example.

o Jarious thought processes. Strategy involves conceptual as well as analyt-
ical exercises.?? As the Mintzberg quote at the beginning of this section
reminds us, strategy involves not only the detailed analysis of complex
data but also broad conceptual knowledge of the company, industry,
market, and so on.

Using the elements just discussed as ingredients, an organization could
cook up innumerable types of strategies, and over the years they have. In
their book Strategy Safari, authors Ahlstrand, Lampel, and Mintzberg offer
10 schools of strategic thought that have emerged in the ongoing prac-
tice of management.?! These 10 categories are presented for your review
in Exhibit 3.5.

Strategy and the Balanced Scorecard: A Critical Link

I recently read an article discussing the execution of strategy in organi-
zations. The article began this way: “Take this quick quiz. Question #1: three
frogs are sitting on a log. One decides to jump off- How many are left? You might
think two, but the answer is three. One has decided to jump off Question #2: three
companies have poor earnings. One decides to revitalize key product lines, strengthen
distribution channels, and become customer intimate. How many companies have
poor earnings? You get the idea: deciding and doing are two different things”3?
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Exhibit 3.5 10 Schools of Strategic Thought

Design School: Proposes a model of strategy making that seeks to attain a fit
between internal capabilities and external possibilities. Probably the most
influential school of thought, and home of the SWOT (strengths, weaknesses,
opportunities, and threats) technique.

Planning School: Formal procedure, formal training, formal analysis, and lots

of numbers are the hallmark of this approach. The simple informal steps of the

design school become an elaborated sequence of steps. Produce each compo-
nent part as specified, assemble them according to the blueprint, and strategy

will result.

Positioning School: Suggests that only a few key strategies (positions in
the economic marketplace) are desirable. Much of Michael Porter’'s work can
be mapped to this school.

Entrepreneurial School: Strategy formation results from the insights of a
single leader, and stresses intuition, judgment, wisdom, experience, and insight.
The “vision” of the leader supplies the guiding principles of the strategy.

Cognitive School: Strategy formation is a cognitive process that takes place
in the mind of the strategist. Strategies emerge as the strategist filters the maps,
concepts, and schemas shaping his or her thinking.

Learning School: Strategies emerge as people (acting individually or collec-
tively) come to learn about a situation as well as their organization’s ability to
deal with it.

Power School: Stresses strategy formation as an overt process of influence,
emphasizing the use of power and politics to negotiate strategies favorable to
particular interests.

Cultural School: Social interaction, based on the beliefs and understandings
shared by the members of an organization, lead to the development of strategy.

Environmental School: Presenting itself to the organization as a set of general
forces, the environment is the central actor in the strategy-making process. The
organization must respond to the factors or be “selected out.”

Configuration School: Strategies arise from periods when an organization adopts
a structure to match to a particular context that gives rise to certain behaviors.

Source: Adapted from Henry Mintzberg, Bruce Ahlstrand, and Joseph Lampel, Strat-
egy Safari (New York: Free Press, 1998).

Although some organizations question the value of strategy in an era
characterized by hyperchange, the vast majority consider strategy a man-
datory component of success. The problem is not one of developing a
strategy; numerous options are available for that task, as we saw in the
previous section. The fundamental issue is one of implementation: translating
the strategy into terms that everyone understands and thereby bringing
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focus to their day-to-day actions. Recall from Chapter One that 70 percent
of CEO failures are not the result of poor strategy but of poor execution.

The Balanced Scorecard provides the framework for an organization to
move from deciding to live its strategy to doing it. The Scorecard describes
the strategy, breaking it down into its component parts through the objec-
tives and measures chosen in each of the four perspectives. The Balanced
Scorecard is ideally created through a shared understanding and trans-
lation of the organization’s strategy into objectives, measures, targets, and
initiatives in each of the four Scorecard perspectives. The translation of
vision and strategy forces the executive team to determine specifically what
is meant by sometimes imprecise terms contained in the strategy, such
as “world class,” “top-tier service” and “targeted customers.” Through
the process of developing the Scorecard, an executive group may deter-
mine “world class” translates to means zero manufacturing defects. All
employees can now focus their energies and day-to-day activities toward
the crystal-clear goal of zero defects rather than wondering about, and
debating the definition of “world class.” Using the Balanced Scorecard as
a framework for translating the strategy, these organizations create a new
language of measurement that serves to guide all employees’ actions
toward the achievement of the stated direction.

A key attribute of strategy formation is performing a different set of
activities from your rivals. By choosing a distinct set of related activities,
you have the opportunity to create unique value propositions for your
customers and thus separate yourself from competitors. These activities
must be reflected in the Balanced Scorecard, which should parallel the
strategy. In other words, if you wish to distinguish yourself by engaging
in a series of activities aimed at creating customer intimacy, then your
Balanced Scorecard should reflect this strategic direction. We would expect
to see linked measures through the four perspectives that, when taken
together, will drive this strategy. Measures related to service of targeted
customers should appear prominently in the Customer perspective, linked
to relationship management metrics in the Internal Process perspective
and perhaps selling skill measures in the Employee Learning and Growth
perspective. This chain of linked measures that mirrors your chosen activ-
ities is hypothesized to drive revenue growth in the Financial perspective.
Again, the Balanced Scorecard provides the means to describe and artic-
ulate the activities separating you from your competition.

It is possible to develop a Scorecard-like system without a clear and con-
cise strategy, and many organizations do just that. However, this mix of
financial and nonfinancial measures is better termed a key performance
indicator scorecard or key stakeholder scorecard rather than a Balanced
Scorecard. The problem with this approach is that you simply cannot
harness the true power of the Balanced Scorecard without a strategy
driving its construction. Key performance indicator (KPI) or constituent
scorecards lack the ability to align an entire organization around a set of
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complementary themes that drive the organization toward its overall vision
and mission. Instead they often reflect a number of good ideas that lack
a coherent story or direction. The Balanced Scorecard and strategy truly
go hand in hand. I believe Kaplan and Norton sum up this subject very
well: “The formulation of strategy is an art. The description of strategy, however,
should not be an art. If we can describe strategy in a more disciplined way, we
increase the likelihood of successful implementation. With a Balanced Scorecard
that tells the story of the strategy, we now have a reliable foundation33

KEEP IN MIND

¢ A mission defines the core purpose of the organization—why it exists.
The mission captures the contribution and value an organization wishes
to deliver to humankind and provides a star to steer by in our turbu-
lent world. An effective mission may be developed using the “5 Whys”
technique and should inspire change, be easily understood and commu-
nicated, and be long-term in nature.

e The Balanced Scorecard allows an organization to translate its mission
into concrete objectives that align all employees. To provide effective
direction, the measures on a Balanced Scorecard must reflect the aspi-
rations denoted in the mission statement.

e Values represent the deeply held beliefs within the organization and the
timeless principles it uses to guide decision making. Values are often
reflective of the personal beliefs emanating from a strong CEO or leader.
We often associate positive values with the common good—doing good
for others while achieving organizational goals. Several organizations,
such as Disney, Marriott, and Tom’s of Maine, have proven that profits
and societal contributions are not in conflict and use their values to derive
a competitive advantage.

e The Balanced Scorecard provides organizations with a means of eval-
uating the alignment of values throughout the organization. The Score-
card may also be used to track the extent to which an organization is living
its stated values.

e The vision signifies our transition from the timeless mission and values
to the dynamic and often messy world of strategy. The vision provides
a word picture of what the organization ultimately intends to become.
While the need for a vision statement has been questioned, most orga-
nizations agree it provides a critical enabler by clarifying direction,
motivating action, and coordinating efforts.

o Effective visions appeal to all stakeholders, align with mission and values,
and are concise, verifiable, feasible, and inspirational. Vision statements
may be created through interviewing of senior executives or by leading
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group “visioning” exercises designed to enlist the full involvement of
your team. The vision statement balances the interest of multiple stake-
holders in describing how the organization will create future value. The
role of the Scorecard is to capture the correct mix of competencies,
processes, and customer value propositions that lead to your desired
financial future.

The study of business strategy has evolved rapidly over the past four
decades, with numerous schools of thought emerging to proclaim the
power of their insights. Effective strategy making involves combining a
different set of activities from your rivals to produce value for customers.

Using the Balanced Scorecard, organizations have a great opportunity
to beat the odds of effective execution by translating their strategy into
its component parts throughout the four perspectives. Strategy is then
demystified as employees from across the organization are able to focus
on the strategic elements they influence.
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CHAPTER 4

Strategy Maps

Roadmap for Chapter Four Since the execution of strategy is frequently
a new and foreign destination for most organizations, the term “roadmap”
seems only fitting to the discussion that will take place in this chapter as
we closely examine the tool you will use to guide your path on the road
to implementation: the Strategy Map. Our journey begins by considering
exactly what a Strategy Map is, why it has burst upon the Balanced Score-
card scene proving to be as critical an innovation as the concept itself, and
why you must develop one if you hope to overcome the discouraging odds
of effective strategy execution.

Before you can draft a compelling Strategy Map, you must mine the
many sources of potential information from which the Map will ultimately
be constructed. We will review what to look for, where to find it, and how
to conduct executive interviews that ensure senior leadership’s stamp is
clearly visible on your final product. From there our journey continues with
a review of the four perspectives and how you can go about developing
objectives for each. Objective statements—concise narratives that further
articulate your objectives—will be carefully reviewed in the chapter along
with extensive tips and tools for conducting Strategy Mapping workshops
that are both effective and efficient. You may wonder how many objectives
should appear on your Map; thus, the subject of quantity versus quality
will be addressed to ensure your that your Strategy Map balances telling
a cogent story with the brevity demanded by corporate audiences that
frequently suffer from information overload. The chapter concludes with
a brief foray into the creative realm, offering suggestions for customizing
your Strategy Map, ensuring it is consistent with the culture and norms
of your organization.

WHAT IS A STRATEGY MAP?

As I write this the days of 2005 have dwindled to a precious few, signaling
the end of another year and heralding the arrival of that most time-
honored tradition: the year-end list. This morning I opened the enter-
tainment section of the newspaper to find not one critic’s list of the “Top
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Ten Movies of 2005,” but a page full of recommendations from reviewers
around the country. It seems these days, regardless of the field, critics and
pundits abound, providing their insights on everything from technology
trends to beautiful people.

While I doubt their musings will ever make the papers, the Balanced
Scorecard, like any popular management tool, has its share of critics as
well. In my experience two camps of discontent with the tool tend to emerge:
Those who conceive of the Scorecard as a flash in the pan, flavor of the
month, this too shall pass management panacea, and those occupying the
other end of the spectrum who respect the tool’s longevity but point to that
very fact in an attempt to brand the system “stale.” When confronted with
the fad argument, I simply point to the undeniable fact that the Scorecard
has been around for over 15 years and its popularity and the results gar-
nered by organizations of all types and sizes around the globe continues
unabated. The second contingent, complaining that the Scorecard has
grown tired and offers precious few insights, is also misguided as the Score-
card has evolved nearly constantly since its appearance in 1990. First came
the transition from measurement to strategic management system by forg-
ing links between the Scorecard and critical management endeavors such
as budgeting, compensation, and performance reviews. Our knowledge of
measurement has also expanded significantly over the life of the tool, with
sophisticated metrics such as strategic job readiness appearing more fre-
quently in well-informed Balanced Scorecards. Perhaps the most powerful
breakthrough of the Scorecard, however, is its ability to communicate strat-
egy clearly and succinctly to all stakeholders of an organization through
the advent of Strategy Maps.

The earliest adopters of the Balanced Scorecard were attracted to the
notion of supplementing financial measures with the drivers of future
financial success, thereby bringing a healthy dose of balance to a mea-
surement landscape long dominated by short-term, financially oriented
metrics. Seductive in its simplicity and pleasing in results, the tool sky-
rocketed in popularity, but some organizations hit turbulence during their
trajectory in the form of incorrect measures, those that demonstrated little
insight into strategy execution. To overcome this vexing and potentially
game-changing issue, Scorecard adopters began prefacing their discussion
of measures with one of objectives: “What must we do well in each of the
perspectives in order to execute the strategy?” Doing so created a context
for the measurement challenge, making the selection of metrics, a task that
always proves challenging, somewhat less complicated in the light of day
provided by clearly articulated objectives.

As Balanced Scorecard teams began developing objectives from their
strategies, they instinctively began linking them together, using arrows to
depict patterns of cause and effect. For example, items such as quality and
training were no longer disparate elements of a strategy, but were linked
together through a bold line on a flipchart or whiteboard: “If we provide
focused training to our employees that will allow us to produce high quality
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products with fewer defects.” Drawing the relationships among objectives
served several important purposes: It allowed Scorecard developers to
quickly grasp important interdependencies, question assumptions, and
simply create a better description of their unique strategies.! The Strategy
Map was born, and as Kaplan and Norton observed, “/1¢] has turned out to
be as important an innovation as the original Balanced Scorecard itself”?

We may define a Strategy Map as a one-page graphical representation
of what you must do well in each of the four perspectives in order to
successfully execute your strategy. “What you must do well” is answered
in the form of objectives, concise statements typically beginning with a verb
appearing in each of the perspectives. For example, in the Financial per-
spective you may have objectives such as “Increase return on investment”
or “Improve asset utilization.” The Employee Learning and Growth per-
spective may include objectives like “Leverage technology to execute
strategy” and “Close skill gaps.” As described, linking the objectives together
in patterns of cause and effect from the enablers in the Employee Learn-
ing and Growth perspective through the performance drivers in the Internal
Process and Customer perspectives up to the results of the Financial per-
spective allows you to tell your strategic story in a compelling way that is
easily understood and embraced by all employees.

In the rest of the chapter we will examine how you can craft a Strategy
Map that depicts your strategic story and sets the stage for powerful mea-
sures you can use to gauge your success. But first let’s take a quick look
at why a Strategy Map is a critical link in the performance management
chain of any organization.

WHY YOU NEED A STRATEGY MAP

Think for a moment, and please make it just a moment since this may prove
to be hazardous to your mental health, about the typical strategic plan pro-
duced in most organizations, maybe even your own. This is how an average
plan was described recently by a pair of experts in the field:

The document normally kicks off with a lengthy description of current
industry conditions and the competitive situation. Next is a discussion of
how to increase market share, capture new segments, or cut costs, followed
by an outline of numerous goals and initiatives. A full budget is almost
invariably attached, as are lavish graphs and a surfeit of spreadsheets.
The process usually culminates in the preparation of a large document
culled from a mishmash of data provided by people from various parts of
the organization who often have conflicting agendas and poor communi-
cation. In this process, managers spend the majority of strategic thinking
time filling in boxes and running numbers instead of thinking outside the
box and developing a clear picture of how to break from the competition
.« .. Executives are paralyzed by the muddle. Few employees deep down
in the company even know what the strategy is.3
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Given the menacing description above, it is little wonder fewer than 10
percent of organizations are able to execute their strategies, a fact elabo-
rated on in Chapter One. The entire quote is alarming in its criticism of
strategic plans, but what leaps off the page at me is the concluding sen-
tence: “Few employees deep down in the company even know what the
strategy is.” How can something as vital as a strategy be acted on and effec-
tively executed if the very people charged with the responsibility of carry-
ing it out don’t even understand i in the first place? Such is the case in
the vast majority of companies groping in strategic darkness, imploring
their teams to implement their unique strategy without taking the time
or effort to explain exactly what the strategy represents.

Let’s be charitable and suggest the typical strategic plan for any medium
to large business runs between 50 and 100 pages of dizzying graphs,
exhausting narratives, and mind-numbing bulleted lists. The challenge
lies in extracting the core essence of the strategy, the nugget of clarity all
employees are searching for, and sharing it with audiences at every level
of the organization, enabling them to act on the knowledge, transforming
it to value for the company. How can this monumental task be accom-
plished? You could turn your building’s parking lot into a battlefield,
holding strategy boot camp sessions during which corporate drill sergeants
take your troops through their paces: “Johnson, what is our customer value
proposition? . . . I’'m waiting, Johnson . . ... Johnson!! . .. Drop and give
me fifty!” Probably not an effective technique in an era when employees
of one large retailer are justifiably suing over lack of lunch breaks. If clar-
ity is what is missing in most plans, Strategy Maps act as a powerful lens,
transforming the obtuse world of strategic plans into dazzling focus by
translating often nebulous and confusing verbiage into crystal-clear objec-
tives that, if constructed properly, spell out in plain and simple language
what must be done if the organization hopes to succeed and differentiate
itself from competitors. Author John Gardner has suggested that “/m/jost
ailing organizations have developed a functional blindness to their own defects. They
are not suffering because they cannot resolve their problems but because they cannot
see their problems”* In a very literal fashion, working in concert with the mea-
sures on a Balanced Scorecard, Strategy Maps bring problems and issues
from darkness into light, allowing them to be combated and mitigated.
The Map acts as an early warning system for the organization’s strategy,
signaling trouble when indicators suggest a problem with any element of
the plan that has been designed to elevate the organization to prosperity.

DEVELOPING YOUR STRATEGY MAP

Outlined in the sections to follow are guidelines for developing a Strat-
egy Map that acts as a faithful translation of your strategy and powerfully
communicates it to all employees. We will begin by considering what must
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be done prior to creating the Map, including the question of whether the
four perspectives are right for you, gathering background materials, and
interviewing your executive team for their critical insights. At that point each
of the four perspectives will be examined, with advice on how you can
determine which objectives are right for you. Finally, tips and tools will
be shared to ensure your Strategy Mapping workshop is run with maxi-
mum efficiency and effectiveness.

CHOOSING YOUR PERSPECTIVES

Are the Four Perspectives Right for You?

A critical question to consider when building a Strategy Map and Balanced
Scorecard of measures is how many and which perspectives you will
choose. Thus far, and for the remainder of the book, I speak exclusively
of four perspectives: Financial, Customer, Internal Processes, and Employee
Learning and Growth. But Kaplan and Norton themselves suggest the four
perspectives “should be considered a template, not a strait jacket”> Many orga-
nizations have followed this guidance and developed additional perspec-
tives for innovation, research and development, environment, suppliers,
leadership, and the community.

The choice of perspectives for your Strategy Map and Scorecard should
ultimately be based on what is necessary to tell the story of your strategy
and create a competitive advantage for your organization. When you exam-
ine your strategy and attempt to translate it, who or what are the key consti-
tuents necessary to describe it? The four perspectives are broad enough
to capture most constituents; however, if you feel your organization claims
a competitive advantage as a result of relationships or processes based on
another constituency, you may consider adding a separate perspective for
this group. For example, a manufacturing firm may rely heavily on suppliers
in order to manage its operations to the maximum of efficiency. Adding
a perspective devoted to supplier relations could make good business sense
for this organization. Of course, corporate governance is an area much
in the news these past several years, thanks primarily to the spate of high-
profile corporate failures brought on at least in part by poor or nonexistent
governance practices. Signaling to all stakeholders your commitment to
governance, you may feel it merits its own perspective on your Strategy
Map and Balanced Scorecard.

Capturing the key stakeholders who contribute to your organization’s
success 1s critical to your Strategy Map. However, you should avoid simply
including every possible contributor and designing a “Stakeholder Strategy
Map.” Maps and Scorecards of this nature identify the organization’s major
constituents and define goals for each. Sears’ initial Scorecard, which was
constructed around three related themes, illustrates a Stakeholder Balanced
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Scorecard. The three themes were: “a compelling place to shop,” “a com-
pelling place to work,” and “a compelling place to invest.” Similarly, Citicorp
used this architecture for its Scorecard: “a good place to work, to bank,
and to invest.”® These Scorecards focus on three key groups—employees,
shareholders, and customers—but what is missing is the “how” of value
creation that a truly Balanced Scorecard can provide. What value propo-
sition will ensure that customers are satisfied and loyal? What processes
must we excel at in order to drive this customer value proposition, and
what competencies must our employees possess? These are the questions
you must answer to develop a Map and Balanced Scorecard that tells the
story of your strategy and demonstrates how you plan to execute that strat-
egy. It should be noted that both Sears and Citicorp went on to develop
strategic Balanced Scorecards that included insightful internal processes
to complete the description of their strategies.

Let’s not forget one of the many attractions of the original Balanced
Scorecard system: its brevity. A well-constructed Strategy Map and Balanced
Scorecard should tell the story of the organization’s strategy through a
relatively small number of objectives and measures woven together through
the perspectives. As a communication tool, the Scorecard’s ability to quickly
and accurately transmit the organization’s key drivers to a wide and broad
audience is a fundamental benefit of the concept. So, choose the perspec-
tives that allow you to capture the key stakeholders of the organization and
describe how you will ultimately serve each and thereby successfully imple-
ment your strategy. The true test is whether you can easily intertwine your
perspectives to tell a coherent story. Standalone perspectives that describe
a constituent group but fail to link together with the other perspectives
don’t belong on a Strategy Map and Balanced Scorecard.

DOING YOUR HOMEWORK: REVIEWING BACKGROUND
INFORMATION ON STRATEGY MAP RAW MATERIALS

Gathering and Reviewing Background Information

Each member of your Balanced Scorecard team will approach the imple-
mentation with certain preconceived notions regarding the nature of your
business, its competitive position, future prospects, appropriate strategy,
objectives, and measures. Level the playing field for your team by gath-
ering and reviewing as much background material as you can find. You
chose your team members based on their particular background and expe-
rience, but to build an effective Strategy Map and Scorecard, everyone must
have access to the total pool of information that exists on your organiza-
tion. Here are some of the sources of information you might consider:

® Annual reports. An invaluable source of information, your annual reports
not only contain detailed financial information but also discuss your
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market position, key products, prospects for the future, and maybe even
nonfinancial indicators of success.

o Mission statement. This may actually prove quite informative, and possibly
entertaining. Ask each member of your team to recite the organization’s
mission statement. After all, most organizations do have one, and after
reading Chapter Three, you definitely should have one.

e Jalues. Has your organization established its guiding principles?

e Vision. As with the mission, if you search hard enough, you should be
able to find a vision statement for your organization. Or perhaps you've
just developed one. Does it reflect the current organizational reality?

o Strategic plan. This is the mother lode of Map and Scorecard building
information. If you are fortunate enough to have a coherent strategic
plan that is based on your mission, values, and vision, you're off to a great
start in the process. Most organizations aren’t this fortunate and often
their Scorecard rollout is delayed, or even derailed, as the organization
struggles to produce a valid strategy.

o Project plans. If yours is like most companies, at any given time there
will be dozens of initiatives swirling about, each vying for attention and
resources. It’s very important that you gauge which projects appear to
be aligned with the strategy of the organization and have the support
of influential executives. These initiatives may be candidates to remain
as important action plans in achieving one or more Scorecard measures.

o Consulting studies. Consultants love to consume lots of paper and often
leave behind treasure troves of valuable information. Regardless of what
they’ve been studying at your organization, they most likely will have
provided background information that will prove very helpful in your
review process.

o Performance reports. You may not have a Balanced Scorecard, but every
organization is run on some kind of management reporting system. Find
and review at least a year’s worth of these reports to determine what
indicators of performance are currently deemed critical to the organi-
zation’s success.

e Competitor data. Knowing what your competitors are doing, and, if
possible, what they’re tracking may help you determine some of your
own key objectives and measures. But remember the essence of strategy:
doing different things than your rivals to create value. Don’t simply copy
the objectives and metrics of your competitors. They may have mature
processes that focus on different aspects of the value chain from your
organization, and hence their objectives and measures may actually prove
counterproductive to your efforts.

o Organizational histories. Has anyone chronicled the history of your orga-
nization? If so, it will likely provide a wealth of information on why the
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organization was started (mission), what the founders valued, key lessons
learned over the years, and a picture of the future.

o Analyst reports. If you are publicly traded, analyst reports will provide
an excellent glimpse into what the market values about your company.
These documents often provide a wealth of statistical data as well.

o Trade journals and news articles. What is the business press saying about
your organization? What you find here may have a strong impact on the
objectives and measures you choose to influence public opinion.

o Benchmarking reports. Benchmarking is still quite popular, and many excel-
lent studies are available on a wide variety of industries and functional
specialties. While these documents provide good background and may
stimulate discussion of potential measures, I caution against a reliance on
them. Your Strategy Map and Balanced Scorecard should tell the story
of your strategy. The objectives and measures you choose to represent
that strategy may in some cases mirror those of other organizations, but
it’s the determination of the key drivers for your particular organization
that will ultimately differentiate you from your rivals.

The sources just shown are not intended to provide an exhaustive list,
and in fact you may uncover several more. In determining where to search
for information, and to further reinforce Scorecard fundamentals within
your team, consider using the Balanced Scorecard architecture to assist you
in identifying sources of material. For example, under the financial per-
spective, you would ask yourself, “Where might we find information relating
to the financial performance of the organization?” From that question, a
number of candidates will likely spring to mind: annual reports, analyst
reports, management reports, and so on. Exhibit 4.2 displays some of the
sources you may discover under each element of the Balanced Scorecard.

What to Look for in Your Background Materials

The task of unearthing background material may appear somewhat daunt-
ing at first, but you will undoubtedly end up discovering more than you
expected. While the information you collect will be informative, you should
develop a plan to determine specifically what you hope to discern from
your research. You’ll also require a repository for the prodigious amount of
material you're sure to generate now and during the rest of the imple-
mentation. On page 107 you will find a file structure you can use during
your implementation.

One critical element to scrutinize is consistency. Are the documents pro-
viding a single view of the organization’s mission, core values, vision, and
strategies? Your Strategy Map and Balanced Scorecard development depends
on a shared understanding of those vital elements throughout the organi-
zation. If you find conflicting information, document it carefully and make
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Exhibit 4.2 Using the Balanced Scorecard to Find Background
Information

Financial

Annual report
Performance reports
Analyst reports
Trade journals
Benchmark reports

Customer

Marketing department
Trade journals
Consulting studies
Project plans
Strategic plan
Performance reports
Benchmark reports

Mission, Values, Vision,

and Strategy

Mission statement
Values

Vision statement
Strategic plan
Organizational histories
Consulting studies
Project plans

Internal Process

Operational reports
Manufacturing reports
Competitor data
Benchmark reports
Trade journals
Consulting studies

Employee Learning
and Growth

Human resources data
Trade journals

Core values
Benchmark reports
Consulting studies

* Project plans

the resolution of such discrepancies a goal of your executive interviews and
workshop. Likewise you will want to record any findings that suggest a strong
and unified view on the mission, values, vision, and strategy. During the exec-
utive interview process, you can confirm their ongoing validity.

Your review should also contribute several possible objectives and mea-
sures for each of the four Strategy Map and Balanced Scorecard perspectives.
Specific objectives and metrics will no doubt be sprinkled throughout the
documents you review, and while you may not always find exact references,
the documents should lead you in the right direction. For example, oper-
ational plans will include details of some key processes employed at your
company. These will help you determine objectives and measures in the
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A Filing System for Your Balanced Scorecard
Implementation

No matter how small or large your organization, any initiative of
this magnitude is sure to generate a lot of information. Simplify
your efforts by creating both paper and electronic filing methods
to capture, store, and share the knowledge you develop. I suggest
creating binders and electronic file directories that mirror the spe-
cific steps in your plan. For example, you may have a directory or
binder titled “Background information.” Tabs in your binder and
subdirectories on your computer could be labeled, “Executive inter-
views,” “Strategy information,’ etc.

The electronic filing is especially important since each member
of your team will have preferred methods of naming and storing
files. Develop a process everyone can agree on and insist that
all relevant files be posted on a shared drive the whole team can
access. Consider adding a date to every file created, or use another
form of version control, to ensure you're always working with the
most recent copy of your document.

For those of you with the resources, why not create a portal to cap-
ture all of your Balanced Scorecard information. That’s exactly
what the Information Technology Division of Worcester Polytech-
nic Institute did, creating a shared space that houses all Scorecard
information including discussion groups and the latest announce-
ments. A screen shot from their portal is provided in Exhibit 4.3.

This may seem like a small and logical step, but in my experience
it is often overlooked until an abundance of documentation has
been created, and nobody seems to know where anything is located.
Developing a Balanced Scorecard is tough enough; don’t make it
even more difficult by hampering your efforts through poor data
management.

Internal Process perspective. Similarly, your research may produce infor-
mation regarding core competencies your organization hopes to leverage
in the future. These competencies can help frame discussions of your
Employee Learning and Growth perspective.

The concept of using the Balanced Scorecard as a Strategic Management
System was introduced in Chapter One. Our goal in the evolution from a
measurement system to a Strategic Management System is to make the
Scorecard the cornerstone of management processes throughout the orga-
nization. Later chapters will detail the specific steps you'll need to take to
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Exhibit 4.3 Screen Shot from “My WPIL,” the Scorecard Portal Created
by the IT Division of Worcester Polytechnic Institute

make this transition. For now, you should gather background material on
your organization’s key management processes, such as budgeting and busi-
ness planning, compensation design and delivery, and management report-
ing. An in-depth understanding of these processes will be very beneficial
when you begin linking them to your Balanced Scorecard.

Conducting Interviews to Gather Executive Input

Once you have gathered sufficient background information, you are ready
to synthesize your findings and confirm them through a one-on-one inter-
view process with each member of the executive team, galvanizing support
for the Scorecard and gathering insights to be used throughout the imple-
mentation. Keep in mind that this is your first opportunity to work with
the executive team on the Balanced Scorecard implementation. We all know
how important first impressions are in business and in life. Ensure you’re
prepared to show your executive team the value of this concept and the
ability of your team to deliver results. I would suggest this format for your
interviews:
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e Review purpose. Your executives should already be familiar with the Bal-
anced Scorecard. However, you should take the necessary time to explain
the importance of soliciting their feedback in building an effective Strat-
egy Map and set of measures. Outline (briefly) what you will be covering
during the meeting and the anticipated duration.

e Strategy. Begin the interview by collecting executive input on this critical
element of the Balanced Scorecard. Unless asked specifically, don’t share
what you've learned from your research. You're attempting to determine
how your executives view this item, and whether there is alignment among
your senior team. You may use these questions:

1. What makes your organization unique? (This is a comfortable
question to begin with as it allows the executive to think broadly
about the nature of the firm and its success.)

2. What strategy or strategies are you pursuing to achieve success? (You
may be required to provide a working definition of strategy since
it connotes different things to different people. Try “game plan”
or “blueprint.”)

If the executive you're interviewing provides little in the way of details,
or doesn’t feel the organization really has a strategy, you will need to redi-
rect the questions. Take the opportunity to probe the executive on her views
by asking: “Why do you feel we exist as an organization (mission)?” “What
core values do we hold?” “Where do you see usin 5, 10, or 15 years (vision)?”
“What must we do to reach that desired future (strategy)?”

o Performance measurement. Use this component of the interview to gather
the executive’s thoughts on what objectives and measures are critical to
the organization’s success. Ask:

1. How will we achieve the strategies you just discussed?

2. What data or measures do you currently use to gauge success of
the organization?

3. Do you have targets for the measures? If so, what are they?

4. What data or reports are most useful, and why?

Of this set, question 4 is particularly interesting. Most organizations are
currently gathering an abundance of data, some of which is valuable and
some of which is completely disregarded. In the future, the Balanced Score-
card should be the focal report of management reporting. Find out what
executives are watching now, what they like, and what they don’t like.

o Implementation issues. In the final phase of the interview you hope to
determine how well the executive understands the Balanced Scorecard
and what must be done if the implementation is to succeed. Ask:

1. How would you rate your direct reports’ knowledge of the Balanced
Scorecard?
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2. What would help enhance your team’s understanding of this con-
cept?

3. What are some of the barriers we may face in implementing the
Balanced Scorecard, and how do we overcome them?

You’ll notice from question 1 that I don’t advocate simply asking your
executives to rate themselves on Scorecard knowledge. What self-respecting
executive in today’s measurement-managed environment is likely to admit
he’s never heard of the concept? Instead, it is better to ask executives about
their team. During the conversation you’ll be able to gauge whether the
executive appears to be knowledgeable of the subject himself. If he says,
“Well, Joe’s former company did a high-level Scorecard, cascaded it from
top to bottom, and used it to drive strategic learning through the manage-
ment review process,” then you’ll know this executive probably has a pretty
good grasp on the concepts. Plus, you can now casually slip in something
like “Sounds like you're pretty familiar with the Scorecard yourself. Have
you experienced it before?” You’ll now be able to glean from the executive
any direct Scorecard experience. Knowing which members of the execu-
tive team possess significant Scorecard knowledge is a great asset. These
members of the senior team can act as sounding boards for your team’s
efforts and should be the first to provide leadership and support for the
initiative.

Schedule the interviews for one hour, and limit your questions to about
10. You want your executives to be able to fully share their feelings on these
subjects and don’t want to cut them off in the middle of a thought to move
on to another question. I've seen executive interviews with as few as 2 or
3 questions to as many as 40 (no kidding!).

In addition to interviewing members of your executive team, consider
meeting with other influential people in the organization who may be in
a position to increase the odds of a successful implementation. At some
point you’ll be relying heavily on your Information Technology Depart-
ment to collect and disseminate data so be sure and include them in the
process. Finance, Human Resources, Marketing, and Operations will also
be involved in the initiative. Don’t use the same interview questions with
these groups as you did with the executive team. The goal during those
interviews is to inform the audiences of your plans and win their support
and assistance. Executive interviews can be tricky. To help you through the
process, several tips are presented in Exhibit 4.4.

DEVELOPING OBJECTIVES FOR EACH PERSPECTIVE

In this section each perspective of the Strategy Map will be explored. Based
on my years of experience as a practitioner and consultant in this field, I
provide suggestions for creating objectives. Don’t feel, however, that you
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Exhibit 4.4 Tips for Conducting an Effective Interview

Hold the interview in the executive’s office. In order to receive candid
feedback, it’s critical that executives feel comfortable. People tend to be most
comfortable on their own turf. Therefore, whenever possible, conduct your
interviews in the executive’s office. In addition to putting them at ease, by holding
the interview in their office, you have the opportunity to learn more about them
based on their furniture, pictures, desk decorations, etc. Something in their
environment is sure to provide the spark for an ice-breaking conversation.

Don’t interrupt. I've learned this the hard way. Some people are measured in
their comments, taking time to formulate an appropriate response. Ensure that
executives have completed their thought before jumping in or moving on to the
next question. Derailing them, even if just for a second, may throw off the rhythm
of the interview significantly.

Consider having a designated note taker. | have yet to have someone say

yes to this question: “Do you mind if | take some notes while we speak?” However,
some people feel distracted by the note-taking. Therefore, if possible, have one
person ask the questions and a second person in the room solely to take notes.
That way the interviewer can establish a comfortable rapport with the executives.

Be prepared to deviate from the script. It’s crucial to have questions prepared
in advance, but be ready to move from topic to topic as the conversation flows.
You may pose a question about financial objectives to which an executive

replies, “We have to focus on growing revenue, and we’ll do that by educating our
employees on the latest customer service skills.” You have received not only a
financial objective, but an employee learning and growth objective as well. Be sure
you capture that information, and either follow up immediately or return to it when
the time is right.

Be aware of body language (both yours and theirs). Establishing a comfortable
rapport is critical in receiving open, honest feedback. Your body language can
either facilitate or inhibit this. Be sure to show interest through appropriate eye
contact and facial expressions. Also be on the lookout for potential clues
emanating from their body language. Do they physically back up or cross their
arms with certain questions? If so, you’ve stumbled onto an area that they either
are not comfortable discussing with you or have strong feelings on. Either way,
tread carefully here to ensure you maintain the level of safety and comfort you’ve
worked hard to establish.

Source: Adapted from Paul R. Niven, Balanced Scorecard Diagnostics: Maintaining
Maximum Performance (Hoboken, NJ: John Wiley & Sons, 2005).

must include in your Map every objective and topic outlined in the pages
that follow. The suggestions are based on my review of hundreds of Strat-
egy Maps and the common themes that emerge. While I would expect
substantial overlap with the elements to be discussed, you must never lose
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sight of the fact that your Map is just that, yours. The objectives you choose
should be directly translated from your distinctive strategy. Thus it will not
be surprising to discover that you have created objectives or contemplated
areas not specifically outlined in these pages.

Developing Objectives for the Financial Perspective

In Chapter One I introduced the Balanced Scorecard as a method orga-
nizations can turn to in order to overcome their almost exclusive reliance
on financial measures of performance. A number of issues relating to finan-
cial indicators of success were discussed:

e They are not consistent with today’s business environment, in which most
value is created by intangible assets.

¢ Financial measures provide a great “rearview mirror” of the past but
often lack predictive power.

¢ Consolidation of financial information tends to promote functional silos.

¢ Long-term value-creating activities may be compromised by short-term
financial metrics from activities such as employee reductions.

¢ Most high-level financial measures provide little in the way of guidance
to lower-level employees in their day-to-day actions.

Thus the question may be posed: “Should we include a Financial Perspec-
tive when developing our Strategy Map and Balanced Scorecard?” Despite
their apparent shortcomings, the answer is yes. Well-constructed Strategy
Maps and Balanced Scorecards are not complete without financial objec-
tives and measures of performance. Scorecard practitioners recognize this
fact, and most actually consider financial indicators to represent the most
vital component of the process. One study indicated that 49 percent of orga-
nizations rate the Financial perspective as of higher importance than any other.”
With the question of whether to include a Financial perspective answered in
the affirmative, we may now progress to determining the specific objectives
that will comprise this top level of our Strategy Map.

In my little corner of the world, the entrepreneurial spirit is alive and
well. One neighbor sells cabinetry to home builders, another has been in the
automotive repair business for decades, while a third applies her creativity
by designing Web sites. While our businesses and business models vary rather
dramatically, the common thread we share is the knowledge that despite
the variety of our offerings, our fortunes will rise and fall based on two
critical levers of success: the ability to sell more and spend less. As long
as the profit imperative has been wedded with commercial undertakings,
this tenet of business has applied: To produce an increasingly healthy bottom
line, we must always attempt to sell more of our products and services while
reducing the cost burden we incur. Thus when developing objectives for
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the Financial Perspective of the Strategy Map, virtually all profit-seeking
enterprises will cast their net over the themes of revenue growth and pro-
ductivity, both pursued in an effort to ultimately drive greater value for
shareholders. Let’s break each of these down a little further.

Revenue growth is customarily accomplished in one of two ways: selling
entirely new products and services to the market or deepening relationships
with existing customers, thereby enhancing the value offered and gener-
ating additional profitability. Many organizations will attempt to do both.
In fact, that is a strategy pursued by the cable television network Home
Box Oftice (HBO). Facing a ratings slump that prompted one critic to sug-
gest a potential change in the network’s once iconoclastic tagline from
“It’'s not TV, it’s HBO” to “It’s not HBO, it’s TV as usual,” the network has
responded by pulling the new products lever with a range of offerings,
including DVD sales of existing hit programs and an assertive expansion
into the theatrical movie business. Bolstered by such tactics, the network
aims to become less reliant on subscriber fees. In fact, as of 2005 a full 20
percent of the network’s approximately $3.45 billion revenue was derived
from ancillary businesses.® Additionally, HBO has attempted to deepen
relationships with existing customers by providing fee-paying audiences
a broader range of channels, such as “HBO Comedy,” “HBO Signature,” and
“HBO Family,” each offering unique viewing experiences.

Enhancing productivity is similarly achieved using a two-pronged approach.
The first option, one exercised by virtually every client I have ever worked
with, is simply reducing current costs, be they personnel or administrative
in nature. While this theme can often be recklessly pursued using a hack-
saw approach, our second option under the productivity umbrella is improv-
ing asset utilization, and it typically requires the precision of a scalpel to
be rendered effectively. For example, utilizing techniques such as just-in-time
provides companies the opportunity to support greater sales with less inven-
tory, and reducing machine downtime through sophisticated maintenance allows
for greater throughput without commensurate investments in equipment.?

Although the choice of objectives for the Financial perspective appears
relatively limited, this portion of the Strategy Map introduces a tension that
must be managed should we hope to ultimately derive economic benefits
from the execution of our strategy. The tension comes in the form of find-
ing an appropriate balance between the two seemingly contradictory forces
of revenue growth and productivity; just how much do we step on the pedal
of growth without breaking the bank in the process? Conversely, if we focus
almost exclusively on austerity as our model, do we risk alienating a mar-
ketplace hungry for innovative new products? Analyzing results over time
will help you determine how to dynamically shift the focus between these
two levers, but the point remains that in order to drive shareholder value
(which, if yours is a for-profit endeavor, should sit atop your Strategy Map),
you must include both revenue growth and productivity objectives.
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Developing Objectives for the Customer Perspective

Friends of my wife’s family, a wonderful couple her parents have known
for decades, recently celebrated their fiftieth anniversary. Although Lois
and I couldn’t attend the celebrations in person, the least we could do was
send along a card with our best wishes. As their big day approached we
spent what seemed like hours at the card store meticulously eyeing each
offering in an attempt to come across one with just the right feeling to
match the momentous occasion. Finally we found what seemed to be the
perfect card: sentimental without being gushy, offering a pleasant verse but
allowing enough space for us to add our own congratulatory prose. So off
to the car we went, pen in hand to add our two cents’ worth to the card,
and that, my friends, is when our simple task took a drastic turn for the
worse. The inside of the card read:

An anniversary is laughter and good times to share, joy that increases year
after year, and memories to treasure always. Congratulations on 50 Mem-
orable Years Together.

How difficult should it have been to add a few lines ourselves? Turns
out it was akin to splitting the atom for us. After each putting forth sug-
gestions and compromising every step of the way, this is what we came up
with: “We’re so happy to have shared many happy memories with you in
our share of those 50 years.” You don’t have to be an editor to recognize
this mess, it hits you like a pail of cold water on a winter’s day; we used
“share” and “happy” each twice in the course of only 18 words, and threw
in “memories” despite the fact that it was already included twice in the
main text of the card. Needless to say, this masterpiece was never mailed;
in fact, I have it sitting on my desk as a tribute to what can happen when
you try to write something by committee. The point I am trying to make
is we are sometimes fooled into thinking a task will be relatively simple
when it turns out to be quite challenging indeed, and that is precisely what
can happen when developing objectives for the Customer perspective. Let
me explain.

Just two little, seemingly innocent questions must be answered when
developing objectives for the Customer perspective of your Strategy Map:
(1) Who are our target customers? and (2) What is our value proposition
in serving them? Much like our foray into card writing, these two queries
can provide a more vexing challenge than first meets the eye. Let’s begin
with question 1, “Who are our target customers?” When appropriately prod-
ded, every executive or manager would trot out an answer to this question,
but often their behavior in the marketplace belies their response. Many
organizations, while professing to dedicate themselves to a core customer
segment, practice an “all things for all customers” mentality. In attempt-
ing to serve the needs of the broad landscape of potential consumers before
them, in the process they tend to do little for anyone. Strategy, it should
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be noted, is as much about what not to do as what to do, and this advice
applies readily to the choice of a customer segment: Not every potential
customer group will fund your profitable growth or find your offerings valu-
able. Your challenge is determining which groups constitute the best market
for your particular offerings, in light of your strategy, and focusing your
Strategy Map objectives on that subset of customers.

Our second question to be pondered and answered when developing
Customer objectives for our Strategy Map was: “What is our value propo-
sition in serving our targeted customers?” The customer value proposition
describes how you will differentiate yourself and, consequently, what markets
you will serve. To develop a customer value proposition, many organizations
will choose one of three “disciplines” articulated by Treacy and Wiersema in
The Discipline of Market Leaders:1°

o Operational excellence. Organizations pursuing an operational excellence
discipline focus on low price, convenience, and often “no frills.” Anyone
who shops at Costco will recognize it as an operationally excellent com-
pany. Low prices and great selection bring us back.

® Product leadership. Product leaders push the envelope of their firm’s prod-
ucts. Constantly innovating, they strive to offer simply the best product
in the market. Sony Corporation with its focus on bringing new and
innovative technology and home entertainment devices to market would
be considered a product leader.

o Customer intimacy. Doing whatever it takes to provide solutions for cus-
tomers’ unique needs helps define the customer-intimate company. Such
companies don’t look for one-time transactions but instead focus on
long-term relationship building through their deep knowledge of cus-
tomer needs. In the retail industry Nordstrom is a great example of a
customer-intimate organization; its tales of heroic customer service have
reached mythic proportions.

The value proposition you select will greatly influence the objectives you
choose since each will entail a different emphasis.

Objectives of Operational Excellence

Treacy and Wiersema sum up the operationally excellent organization in
one word: formula. These companies make hard choices to stay ahead of
the competition: “less product variety, the courage not to please every customer,
forging the whole company, not just manufacturing and distribution, into a single
focused instrument”'! Let’s examine the objectives these organizations may
use to track their special combination of skills.

e Price. The core focus of most operationally excellent companies is a relent-
less pursuit of low prices. Wal-Mart, Costco, and Southwest Airlines all
offer consistently low prices compared to their competition. As a result,
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we would expect such organizations to include objectives such as “Ensure
lowest prices” or “Offer lower prices than competitors” or “Offer best value
to the consumer” when completing the Customer perspective of their
Strategy Map.

e Selection. Operationally excellent organizations realize their customers
don’t expect them to supply every product under the sun—that would
be a direct contravention of their “formula” for success. However, it’s
crucial for them to ensure efficient inventory control so all products are
available for customers. Therefore “Maximize inventory turns,” “Ensure
product availability,” and “Minimize stockouts” may populate their Cus-
tomer perspective.

o Convenience. Stripping away costs they perceive as not adding value for
the customer is the stamp of truly operationally excellent companies.
These costs may be tangible or intangible. Saturn provides a great exam-
ple of an organization removing an intangible cost of doing business
for its customers—the inevitable confrontation with the salesperson.
Saturn’s no-haggle pricing makes it easy for customers to quickly deter-
mine the total cost of buying a car. “Reduce customer complaints” relating
to service or delivery represents a possible convenience objective.

e Zero defects. When doing business with an operationally excellent com-
pany, customers anticipate zero defects, whether they’re buying a Big
Mac at any one of McDonald’s thousands of restaurants or expecting a
package from FedEx. Streamlining operations and closely coordinating
with suppliers paves the way for this lofty goal. “Reduce manufacturing
defect rates” or “Eliminate service errors” will be prime candidates for
inclusion on the Strategy Map.

e Growth. Value leadership is the mantra of operationally excellent com-
panies. Raising prices for innovative products or providing heroic customer
service would run counter to their efforts of providing seamless service
and ultra-efticient operations. What they do want is growth in their chosen
markets. These organizations have developed a winning formula and will
expect to see “Growth in targeted segments” as the proof of their success.

Product Leadership Objectives

Product leaders aren’t content with a “new and improved” strategy; instead
they focus on creating an endless flow of innovative products that offer
customers unmatched functionality. Producing products that customers
continually recognize as superior is the driving force behind these com-
panies. Here are some of the areas you might consider for objectives if you
are a product leader:

o Getting the word out is a must. Product leaders will strive to promote strong
brand images by supplying customers with products that offer enhanced
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functionality, save them time, and consistently outperform the com-
petition. Since they are constantly innovating, product leaders may
occasionally develop products for which the market is not quite ready.
Treacy and Wiersema tell the story of the Remington Company, which
developed typewriters in 1874. Mark Twain bought one immediately and
even invested in the company, but it took a full 12 years before the prod-
uct caught on in the mainstream. “Build brand awareness” could be used
to ensure the market recognizes the many new products surfacing. Given
their penchant for pushing the envelope of innovation, product leaders
might include as an objective “Monitor help line calls per product” to
determine the amount of interest, and possibly confusion, in their latest
development.

o Functionality. We look to product leaders like Intel to offer consistently
better functionality in all of their offerings. After all, it’s not their price
—which is most likely higher —or their threshold levels of customer ser-
vice that bring us back. “Increase number of customer needs satisfied” may
be included as an objective to ensure expectations are being satisfied.

Objectives for Customer Intimacy

Customer-intimate organizations recognize that their clients have needs beyond
which their product alone can satisfy. They offer their customers a total
solution that encompasses a unique range of superior services so that cus-
tomers get the greatest benefit from the products offered. Here are some
attributes of customer-intimate organizations and the objectives you might
use should you follow the customer-intimate approach:

o Customer knowledge. To succeed, all customer-intimate companies require
a deep and detailed knowledge of their customers. To gauge staff knowl-
edge, they may develop an objective of “Increase training hours on prod-
ucts and services offered.”

o Solutions offered. Customer-intimate firms also realize that customers are
not turning to them for low cost or the latest product; it’s the unmatched
total solution they offer. Therefore, “Increase total number of solutions
offered per client” may be included within the Customer perspective.

o Penetration. At the height of IBM’s success, it was customer intimacy that
assured its good fortune. The critical objective Thomas Watson put forth
to his staff was customer penetration, or “Enhance share of targeted cus-
tomer spending.” The customer-intimate organization aims to provide
complete solutions for its client base and needs to ensure these efforts
are achieving success by deep penetration of accounts.

o Customer data. To offer the solutions only they can, these organizations
also require abundant and rich data on their customers. “Increase per-
centage of employees with access to customer information” may be
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stated as an objective to ensure this key differentiator of success will be
monitored.

o Culture of driving client success. Employees of customer-intimate organi-
zations feel they’ve succeeded when the customer has attained success.
This attitude is deeply rooted in their culture. Receiving an award from
a cherished client as proof of their contribution would be the greatest
prize a customer-intimate company can receive. “Increase number of
customer awards received” is an objective they may develop to commu-
nicate this desire.

o Relationships for the long term. Customer-intimate organizations don’t take
a short view of any client relationships. Their goal is to build long-lasting
unions during which they can increase their share of the clients’ busi-
ness by providing unparalleled levels of knowledge and solutions. The
relationship doesn’t end when the sale is made; in fact, it is just begin-
ning. At Roadway Logistics customers are assigned “directors of logistics
development” who stay close to the process and often move to client
locations. “Provide staft at client locations” could be an objective speak-
ing of the deep relationship these organizations maintain with their
clients.

During client workshops I frequently share the value proposition theory
and challenge the group to determine which of the three best describes their
company. After pondering the request for a suitable length of time a
number of possibilities will surface, but gradually the group will suggest
that while they maintain a core strength in one of the value propositions
in order to compete effectively, they must be “a little bit of all three.” I am
sure when you contemplate your own firm for a moment, you will come
to the same conclusion. Perhaps you have competed traditionally by offer-
ing the best service in your class, but that certainly hasn’t precluded you
from offering new services as warranted by the market and generating
profitability from efficient operations. Even Wal-Mart, which must be con-
sidered the very exemplar of an organization with a fixed value proposition
of operational excellence, has recently demonstrated the desire to dip a
toe in the pools of adjacent value propositions. Responding to a decline
in same-store sales, a closely watched metric in the retail galaxy, CEO Lee
Scott told reporters that while Wal-Mart’s focus will always be on less aftluent
shoppers, “We need to widen our appeal to a broader range of customer.”
As a result, the giant retailer plans to improve the quality of its household
goods and apparel and enhance its consumable offerings with organic and
natural food, all of which sounds a lot like a step on the path toward the
product leadership value proposition.!2 When it comes time for you to
develop objectives for the Customer perspective of your Strategy Map,
ensure you've given due consideration to each of the value propositions,
which yet again demonstrates the importance of balance when engaging
in this process.
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Developing Objectives for the Internal Process Perspective

The journey of life is one of transitions. Of course, the most obvious comes
in the form of aging, from the carefree days of childhood to adolescence,
and eventually to adulthood with its many attendant responsibilities. For
those of us who choose to wed, we transition from being on our own to
sharing our life, love, and home with another. There are many points on
our travels that mark a distinction, a change in the course. The Strategy
Map shares this characteristic with us, and our discussion of the Internal
Process perspective portrays just such a major transition. Thus far in our
examination of the Map, we have focused exclusively on the “what” of value
creation—what we are ultimately hoping to achieve through the execu-
tion of our strategy as represented by the objectives of revenue growth,
sustained shareholder value, and customer loyalty, to name a few. Now we
must transition our efforts from the “what” to the “how.” How exactly will
we fulfill our unique value proposition as displayed in the Customer per-
spective and ultimately achieve the lofty objectives set forth in the Financial
perspective? The Internal Process perspective starts us down the road of
that discovery.

Not surprisingly, the consideration of “how” can often entail a broader
number of options than the higher-level “what” we discussed in the pre-
ceding sections. This is the case in virtually any undertaking. For example,
let’s say it is dinnertime, and you have decided you will satisty your hunger
by eating pizza—a craving I indulge frequently. The “what” has been
declared—it’s pizza for dinner—but let’s ponder for a moment the how.
You could: order a pizza and pick it up from your favorite purveyor, have
a pizza delivered to your house, travel to the supermarket and pick up a
frozen pizza, or (and this is an option rarely deliberated at my house) even
concoct and bake your own cheesy culinary delight. Are you hungry yet?
And to think we haven’t even broached the subject of toppings! Let’s get
back to the subject at hand to get our minds off food. The Internal Process
perspective, given its focus on the “how” of value creation, typically spawns
the greatest number of objectives on the Strategy Map and correspondingly
the largest volume of measures on the Balanced Scorecard. Your signifi-
cant challenge here is limiting yourself to just those critical processes that
truly drive value for your customers and allow you to reach the promised
land of breakthrough financial results. My experience tells me this is the
perspective in which you are most likely to struggle largely because of the
broad universe of potential objectives from which to choose. The strongest
advice I can give you, and forgive the colloquial nature of'it, is keep it real.
By that I am suggesting that you limit your focus on just those processes
that are indeed vital to your success in executing your strategy; stick to
your knitting here and you will produce a stronger product in the end. Oh,
and for the record, I normally order pizza and pick it up. Speaking of which,
if you ever find yourself in Ramona, California, I strongly recommend Ray’s
Giant New York Pizza.
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Possessing a framework or lens to focus the discussion of Internal Process
objectives can prove to be of immense value; here once again we are in-
debted to Scorecard architects Kaplan and Norton, who have developed
just such a framework. In their extensive research on the topic, Kaplan
and Norton have identified four clusters of processes that are applicable
to virtually any business venture: Operations Management processes, Cus-
tomer Management processes, Innovation processes, and Regulatory and
Social Processes.!® Let’s use each of these to guide us through the labyrinth
that is the Internal Process perspective.

Operations Management Processes The most basic of the four clusters,
Operations Management processes relate to the basic, day-to-day routine
processes necessary first to produce and ultimately to deliver a product
or service to the market. Of course, prior to actually creating a product
or service, the materials necessary to bring it to life must be acquired. Thus
sourcing- or purchasing-related objectives frequently find their way on
to Strategy Maps. And little wonder, since competitive sourcing can reap
tremendous bottom-line results for savvy companies. Take Ford Motors,
for example; it is currently overhauling its $90 billion-a-year global pur-
chasing process to offer larger, long-term contracts to a smaller group of
suppliers, a switch managers believe could potentially save the company
billions of dollars a year.!*

In addition to sourcing, this cluster of processes may also include the
actual manufacturing or production of the product or service, distribution,
and risk management. Therefore, we may expect to see objectives such as
“Increase throughput,” “Maximize yield,” “Attract channel partners,” and
“Minimize risk” appearing on the Internal Process perspective of the
Strategy Map. The admonition stated earlier bears repeating here: Given
the vast number of possible choices for this cluster alone, you must exer-
cise steadfast discipline in focusing on just those processes that will allow
you to execute your unique strategy. Throughout the 1990s many orga-
nizations dwelt almost exclusively in the Operations Management arena,
relying on proven tools such as Total Quality Management and Reengi-
neering to produce a competitive advantage. While this is undoubtedly
a valuable pursuit, it may not represent a sustainable source of value. Reli-
able and efficient operations have become a de facto prerequisite for busi-
ness success, hence the importance of creating objectives in each of the
three remaining process clusters.

Customer Management Processes Of all the quips uttered by Henry Ford
in his lifetime, it is a virtual certainty that he will be best remembered for
this famous dictum on customer choice as it related to the Model T: “They
can have any color they want as long as it’s black.” Oh, how times have changed!
Thanks to the flood of innovations ushered in during this the age of the
Internet, the balance of power has swung dramatically from supplier to
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consumer. Recognizing this undeniable fact of postmodern business life,
organizations have begun to pay increasing attention to customer man-
agement processes, and we would expect to see objectives on your Strategy
Map relating to this critical enabler of success.

A number of subprocesses comprise this cluster, beginning with the
acquisition of your target customer group. Acquiring customers is the
purview of the marketing function, proactively communicating the com-
pany’s value proposition in hopes of turning window shoppers into actual
paying customers. “Proactively” is the key word in that sentence, as the story
of Listerine reveals. You probably didn’t know that Listerine was invented
in the nineteenth century as a powerful surgical antiseptic. In later incar-
nations it served as a floor cleaner and a reported cure for gonorrhea. It
didn’t achieve tremendous success, however, until the 1920s, when it was
pitched as a solution for “chronic halitosis,” an arcane medical term for
bad breath. The folks at Listerine aggressively marketed the tonic using
ads featuring forlorn young men and women, eager for marriage but some-
what repulsed by their mate’s rotten breath. Until this campaigning by
Listerine, bad breath wasn’t considered the debilitating social condition
it has since become. In just seven years the company’s revenues rose from
$115,000 to more than $8 million.!5

Before the good people at Listerine had the revelation that halitosis was
a condition requiring absolute abolition, they would have carefully studied
their potential customer base, determining user needs and targeting their
solution accordingly. Understanding customers and customer behavior is
a critical process that must be confronted should we hope to reap the rewards
of our marketing efforts. As consumer products giant Kimberly-Clark CEO
Thomas J. Falk simply states: “If we understand our customer better than any-
body else, I know we’re going to win in the marketplace”'®

Once you have lassoed customers by understanding their requirements
and pitching the perfect solution, you shift gears toward the remaining
subprocesses in this cluster: retaining clients and deepening your rela-
tionship with them. Common objectives may include “Increase customer
retention,” “Cross-sell products to customers,” and “Maximize share of cus-
tomer spending.” As we all know, defending the status quo in business is
a recipe for mediocrity at best. The spoils go to those who can not only
attract customers but retain them for the long term and have them con-
stantly craving more, all of which leads us to our next cluster of Internal
Process objectives: innovation.

Innovation Processes Some days it seems as if there really is nothing new
under the sun, a feeling I frequently get after watching the latest formu-
laic offering from Hollywood. But, in fact, virtually every field of endeavor
known to man has been touched in some way by the guiding hand of inno-
vation. Take Thoroughbred horse racing, for example, probably not a topic
you would immediately associate with change, but even the sport of kings
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has benefited from a spark of innovation lit primarily by one brash Amer-
ican jockey.

For over two centuries riders had followed the ironclad tradition of sit-
ting far back in the saddle, uprightly perpendicular to the horse using long
stirrups and long reins, a method that provided a point of calm stability
as the horse stretched its legs out ahead and behind. It had never occurred
to anyone to consider an alternative until one day when a young jockey
named Tod Sloan was galloping a horse that bolted, leaving Sloan sud-
denly struggling for control. Instinctually, Sloan climbed up out of the
saddle and onto the horse’s neck, regaining control of the runaway equine.
While his fellow jockeys laughed, Sloan sensed he was on to something rev-
olutionary. After experimenting with the new method for several weeks,
he discovered that the horse’s stride seemed to be freer and it was easier
for him to work as one with the animal, a critical component for success
in racing. While the grip of tradition tugged against the innovation, suc-
cess won out and the “forward seat,” as it was dubbed, soon wiped clear
any memories of the upright style used for hundreds of years. And no
wonder: It significantly reduced wind resistance, moved the rider’s center
of gravity forward, and afforded him a better look ahead.!”

Maybe you don’t spend afternoons with your elbows glued to the rails
of a racetrack, but I would wager most of you either drive or at least have
driven in an automobile. You talk about a hotbed of innovation. The first
sentence of an article I recently perused on the subject sums it up best:
“Buck Rogers Your Ride’s Here!” Describing the wave of innovation surg-
ing over the auto industry, the authors note: “Increasingly, cars will become
electronic thinking machines—not just mechanical devices. Computer controlled
systems will replace gears and cables for steering, braking and accelerating. Radar
technology will allow a car to see nearby hazards and even initiate evasive maneu-
vers. Traditional gas engines are already losing their monopoly to gas-electric hybrids;
in the works are engines that run on hydrogen or ‘bio-diesel’ made from inex-
pensive source material such as cooking 0il”'® And it’s not just the headline-
grabbing global auto companies that are investing time, energy, and money
in creating the automobile of the future. The United States Army, possibly
in deference to the venerable adage “Necessity is the mother of inven-
tion,” has also waged war on the status quo. The military calculates that
a soldier in the desert needs about 20 gallons of water a day, 5 of which
must be pure enough to drink, prepare food, and use for medical needs.
Getting it to the troops is no simple task; in fact, moving water and other
materials can often tie up 40 percent of troops deployed in the field. In
a move right out of a MacGyver episode, the Army is currently experi-
menting with devices that transform vehicle exhaust into a drinking water
supply by condensing and filtering emissions. Says one proponent: “When
you first hear about it you think the scientists have gone out of their minds . . .
but once you taste the water you realize the potential”19
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So, are you fired up and ready to revolutionize your industry? Outlined
next are a number of subprocesses, all of which may spawn objectives
for your Strategy Map, residing under the broad umbrella of innovation.
The first is identification of opportunities. Creative organizations must con-
stantly be patrolling the shores of their own and other industries, engaging
employees, working with lead customers, and applying technologies in an
attempt to outwit the competition through innovation. Often the most
fruitful ideas are taking shape in the corridors and cubicles of your com-
pany as employees ruminate on the challenges and opportunities you face.
Recognizing this vast potential, some leading companies have formed
“affinity groups”—associations of employees united by gender, race, eth-
nicity, or other traits—to create new strategies and products. For example,
the Hispanic employee affinity group of Frito-Lay provided input for a line
of guacamole-flavored potato chips that became a $100 million product.2°

With appropriate opportunities identified, the next challenge is deter-
mining whether you will fund internally, work with joint ventures, or outsource
entirely. Regardless of the choice, an objective may be required on your Map
to ensure this vital link in the innovation chain is progressing as planned.
At the heart of the innovation process is our next subprocess, development
of the product or service, which may be marked with objectives relating
to quality or yield. Innovation is frequently compared to a pipeline that
is constantly flowing; thus at any given time you may be churning out a
number of new products and services, possibly necessitating the inclusion
of an objective or objectives relating to the introduction of new products to
the market. Our final subprocess sees us actually delivering the product or
service, which often results in objectives regarding distribution channel
options and effectiveness.

Regulatory and Social Processes Thus far our discussion of the Inter-
nal Process perspective has maintained a decided focus on what occurs
within the four walls of the company. To conclude our look at this per-
spective, we must recognize that all organizations have important stake-
holders and constituents beyond those four walls. Regulated industries
must maintain positive relationships with regulators and other govern-
mental officials and adhere to a number of environmental regulations.
Additionally, all organizations must strive to be good corporate citizens
in the communities in which they operate. Companies are beginning to
realize that this is not only the right thing to do, but it makes good busi-
ness sense. A study by the Conference Board of Canada found that 80
percent of Canadian managers feel their company’s good reputation goes
a long way in recruiting and keeping quality employees.

Those organizations required to follow guidelines regarding environ-
mental or health and safety issues have a wonderful opportunity to use
the Strategy Map and Balanced Scorecard as a tool for moving from strict
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compliance to leadership. Take, for example, the case of electric utilities,
which must adhere to many environmental and health and safety guide-
lines enforced by various government agencies. When developing their
Internal Process perspective of their Strategy Map, these organizations
have the opportunity to move beyond simple compliance and establish
themselves as leaders in the field. “Be recognized as an environmental
leader” may serve as an inspiring objective for all employees, signaling the
company’s commitment to sustainable business practices.

With increasing frequency and intensity, many companies will use this
section of their Strategy Map to demonstrate their allegiance to strong
corporate governance practices, and little wonder when the rap sheets of
many disgraced CEOs run longer than a politician’s list of campaign
promises. “Exercise best-in-class governance” is an objective repeated in
many Strategy Maps, especially since the disastrous collapse of Enron and
many other once high-flying, press-grabbing companies. As with every
other objective appearing on the Strategy Map, this promise of strict gover-
nance must not be cloaked simply in appealing rhetoric but be backed with
specific metrics and initiatives to ensure that it becomes a reality in a world
that demands improved corporate citizenship.

To prove successful over time, a company both contributes to and relies
heavily on the prosperity of the community. While the organization is not
solely responsible for the welfare of the surrounding community, it is
incumbent on the organization, and in its best interests, to monitor com-
munity success and ensure it is contributing to the area’s ongoing prosperity.
Bob Nelson expresses it effectively in his book, 1001 Ways to Energize
Employees. Bob says: “These days the best organizations are involved in and con-
tribute to their communities . . . . It all boils down to helping find ways to make
their communities better places to live, work, and do business through the sharing
of resources, the labor of their employees, or just plain old-fashioned cash”?' Bob
chronicles a number of leading-edge organizations that have taken com-
munity involvement to a new level. One such company is Maryland spice
manufacturer McCormick and Company. It opens its plant one Saturday
each year for “Charity Day.” Employees work their normal shifts, but all
wages are directed to the charity of each employee’s choice. In the spirit
of community caring, McCormick donates twice the employee’s daily wage
to the charity. You could inspire community involvement by making a place
for it on your Strategy Map with objectives such as “Become more involved
in our community” or “Encourage community prosperity.”

To close the discussion of Internal Processes objectives, let me repeat
some advice I provided in Chapter One regarding cause-and-eftect link-
ages among the four perspectives of the Strategy Map. In my opinion, the
key linkages you should consider articulating on the Map (and in the Score-
card of measures) are between the Internal Process and Customer
perspectives. In many ways the objectives appearing in the Employee
Learning and Growth perspective, which will be discussed next, are the
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enablers of everything you're attempting to achieve, and thus they may
not warrant one-to-one connections with other sections of the Map. How-
ever, the link between processes and customers is key, as it is here we signal
two major transitions: from internal (employees, climate, processes) to
external (customers) and from intangible (skills and knowledge, etc.) to
tangible (customer outcomes and financial rewards). Customer outcomes
signal the “what” of strategic execution, and Internal Processes supply the
“how.” Every organization should make an effort to document this equa-
tion explicitly, articulating specifically how it expects to transform its
unique capabilities and infrastructure into revenue-producing results.

Developing Objectives for the Employee
Learning and Growth Perspective

I once had a conversation with a consultant (from a firm that shall remain
nameless) regarding one of his current client engagements. He described
the project as one of developing a high-level performance management
system and cascading it to lower levels of the organization. I naturally
became quite excited about this since the topic is of great interest to me.
“What have you put on your corporate Strategy Map?” I enthusiastically
asked. He replied they had decided to focus on financial and operational
objectives but weren’t developing employee and learning objectives since
“that stuft’s going to happen anyway.” Wrong! It’s not going to just happen,
you have to make a concerted effort to ensure it does. If you don’t, you’'ll
never really have a Balanced Scorecard or derive the benefits of the system.
As we discussed in Chapter One, the value creation in today’s organization
is overwhelmingly dominated by the influence of human capital. People—
their knowledge and means of sharing it—are what is driving value in our
modern economy. Describing the activities that drive this value is the purview
of the Employee Learning and Growth perspective.

The objectives appearing in this perspective of the Strategy Map are
really the “enablers” of the other perspectives. Motivated employees with
the right mix of skills and tools operating in an organizational climate
designed for sustaining improvements are the key ingredients in driving
process improvements, meeting customer expectations, and ultimately dri-
ving financial returns. Kaplan and Norton have noted that people often
object to the placement of this perspective in Scorecard diagrams. Doesn’t
placing it at the bottom minimize its importance? Quite the contrary, the
Scorecard architects say. It’s at the bottom because it acts as the founda-
tion for everything else above it. At a conference I attended some time ago,
I had the good fortune to hear Bob Kaplan outline the Strategy Mapping
process. When he came to the Employee Learning and Growth perspective,
he described it as the roots of a powerful tree, which are the sources of
support and nourishment leading to the blossoms of financial returns. His
enthusiasm was tremendous throughout the talk, but I noticed a particular



Irmgn.ir

126 Strategy Maps

emphasis on this point as if to underscore its importance to sometimes incred-
ulous audiences.

While most people would undoubtedly agree with everything stated thus
far in the section—people are any organization’s most crucial source of value,
and thus developing objectives for the foundational Employee Learning
and Growth perspective is critical—many will struggle when it comes time
to actually take a marker to the flip chart and begin recording potential
objectives. I can’t say why this is with any degree of certainty, but the grav-
itational pull of traditional performance systems is an obvious culprit.
Historically we’ve been taught to closely monitor financial returns, ensure
efficiency of operations, and ensure happy and loyal customers—all things
we can count with relative ease. Gauging the effectiveness of a workforce
fully aligned with your strategy, however, can prove to be a significant chal-
lenge to even the most measurement-minded of firms. Some organizations
will even delude themselves into thinking they do a top-notch job of report-
ing on people matters when simply tugging ever so slightly on the reins
of reality displays an often shocking truth, as you will discover with this
story. A client once told about meetings she was conducting with the senior
Human Resources (HR) team at her organization during which they were
receiving a brief on the many benefits of the Balanced Scorecard. During
one session a very senior person proudly proclaimed they had “great HR
reports that are tracked on a regular basis.” My client was impressed but
not a little confused and skeptical considering she, a veteran of more than
10 years with the company, had never seen a single one of those so-called
great reports. A little sleuthing on her part revealed the startling fact that
the reports had stopped being run a year and a half ago because nobody
was doing anything with them. Senior management in HR, perhaps in the
vein of “why let the truth ruin a good situation,” thought the reports were
still being run and making a major impact on executive decision making.

To ensure you avoid becoming a future victim of one of my anonymous
stories, and to help you overcome the issues of creating Employee Learn-
ing and Growth objectives, we will once again rely on a helpful framework
to provide scaffolding for our discussion. In the sections that follow, three
distinct areas of “capital’—human, information, and organizational —will
be reviewed. All of them should find a place on any well-constructed Strategy
Map.

Human Capital—Aligning People with the Strategy The economist
John Kenneth Galbraith once noted: “People are the common denominator
of progress. No improvement is possible with unimproved people.”*> No improve-
ment, and certainly no strategy execution, is even remotely possible without
the right people, armed with the skills and knowledge required to make
decisions and allocate resources in alignment with the company’s chosen
direction. Let’s look at some possible objectives relating to human capital:
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Closing skill gaps in strategic positions. As gasp-producing as this may be
to career Human Resource staffers, not all jobs are created equally.
While every individual within your company undoubtedly possesses
unique and valuable talents, not all jobs being filled are critical to achiev-
ing your strategy. The first step in mobilizing the power of human
capital is matching the best people with the most strategically critical
jobs. To do this you must identify which positions within the organi-
zation are pivotal to ensuring the fulfillment of key processes as set
forth in the Internal Process perspective and will ultimately drive your
customer value proposition, thereby helping to ensure you achieve the
financial objectives you've developed. Once the positions are chosen,
competencies necessary for peak performance must be enumerated,
enabling you to determine any gap that exists between incumbent
employee talents and those desired to execute the strategy. Slamming
the door shut on skill gaps is typically accomplished through a com-
bination of training and retention of current staff, recruitment of new
players, and succession planning to ensure the tap of knowledge runs
freely.

Training for success. What management book, or any book for that matter,
would be complete without a quote from the esteemed German novelist,
playwright, and philosopher Johann Wolfgang von Goethe? In that spirit
I offer this: “Treat a man as he is and he will remain as he is; treat a man
as he can and should be and he will become as he can and should be.”?® To
give people a leg up in becoming all they can be, many organizations
will turn to training in specific areas to bolster skills and knowledge
and ultimately improve the firm’s fortunes. While objectives relating to
training are wildly popular on Strategy Maps, a caveat on the subject
of our next chapter, measurement, is in order. To prove effective, every
objective appearing on the Map must be accompanied by a robust
metric to provide a tracking mechanism, and this is especially the case
with training. Simply counting the “number of training hours” is unlikely
to lead to sustained corporate success. I once heard a consultant refer
to such a measure as the “BIC” metric, with the acronym BIC standing
for “butts in chairs.” A change of behavior, not blisters on the backside,
is what is required of this metric, a demonstration of the new skills or
knowledge in action, leading to improved results. Therefore, when
considering a training objective for your Strategy Map, look ahead to
the next step of measurement and make an honest assessment of your
ability to create a meaningful metric.

Recruitment, retention, and succession planning. Drawing on the classic
What came first, the chicken or the egg? query, what should organi-
zations begin with: creating a winning strategy and then populating
their ranks with people to carry it out, or starting with the right people
and then conjuring up a differentiating plan? In the study that inspired
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his book, Jim Collins, author of the wildly popular Good to Great, found
evidence that winning companies have the proclivity to start with
people and work from there. He notes: “The executives who ignited the
transformations from good to great did not first figure out where to drive the
bus and then get people to take there. No, they first got the right people on
the bus (and the wrong people off the bus) and then figured out where to drive
it.”?* 1 could probably fill a chapter with quotes denoting the unques-
tionable bond between people and corporate success. It is self-evident
that no organization can succeed without the right people “on the bus,”
as Collins puts it. An objective related to recruitment and retention
of associates qualifies as a must-have for Strategy Map development,
but exercise caution in your wording. As General Electric’s famous clas-
sification scheme of A, B, and C players gained momentum in the
mainstream, I began to see more and more Strategy Maps including
an objective such as “Recruit and Retain ‘A" Level Employees” or
“Recruit and Retain the Best and the Brightest.” Far from elitist, the
authors’ intentions are good but the language inevitably stirs rancor
within the rank and file who scratch their heads and wonder, “Just what
does it take to be an ‘A’ level performer anyway?” Don’t be careless with
loaded language of this nature; if you plan to use such an objective,
ensure you've carefully and clearly documented exactly what you mean
by the associated terms.

You've attracted the right people for your team and have put in place
mechanisms designed to keep them stimulated and satisfied for years to
come, but what do you do as they inevitably begin to age and consider the
lure of retirement? According to a new study by the Conference Board,
more than 40 percent of the U.S. labor force will reach the traditional
retirement age by the end of this decade, while the number of workers
between ages 35 and 44 is expected to shrink by 7 percent.?’> This clash
of demographic meteors leads to just one conclusion: Succession planning
must be embraced by every organization concerned with capturing the
knowledge of long-term workers and passing the torch to the next gen-
eration.

We all know that balanced diets and more exercise will enhance our
health, but do we avail ourselves of tofu and treadmills? Not always, and
such is the case with succession planning. Most organizations recognize
at least intellectually that succession planning should drive leadership
development, but many fail to take action. Why not? Here is what three
experts on the subject suggest: “Many people, from the CEO on down, con-
sider the word ‘succession’ taboo. Planning your exit is like scheduling your own
funeral; it evokes fears and emotions long hidden under layers of defense mecha-
nisms and imperceptible habits. Perversely, the desire to avoid this issue is strongest
in the most successful CEOs. Their standard operating procedure is to always look
for the mext mountain to climb, not to step down from the mountain and look for



Irmgn.ir

Developing Objectives for Each Perspective 129

a replacement.”?5 1 currently have a client who slips this description on like
a perfectly fitting suit; he is talented, motivated, inspiring, but bring up
the word “succession” in his presence and the rockets begin to flare. Recog-
nizing the trends, some forward-thinking organizations have begun formal
programs to start the succession ball rolling. IBM, for example, encourages
its 330,000 employees to post detailed descriptions of their job experiences
in an online directory called the “Blue Pages,” so that employees far from
retirement can find knowledge before it walks out the door.2”

Information Capital —Aligning Information with the Strategy Research
and analysis firm The Gartner Group estimates worldwide information
technology (IT) spending during 2006 will reach an all time high of $2.6
trillion, yes, that is trillion, which is more than the gross domestic prod-
uct of many countries or about the same amount Ben Affleck spent on the
rock he gave Jennifer Lopez. Let’s hope all those I'T spenders get a better
return on their investment than Ben managed.?8 If intellectual capital is
fueling our modern economy, surely technology is the engine that keeps
companies and entire industries chugging forward on the path of relent-
less progress.

Given the pervasive influence of technology, virtually every organiza-
tion should consider an information capital objective when forming the
Employee Learning and Growth perspective. In my experience working
with a wide array of organizations, these objectives typically are phrased
something like this: “Improve technology infrastructure,” “Leverage tech-
nology,” “Increase knowledge management and information sharing,”
“Gather, share, and use information effectively.” The first example relates
to the infrastructure component of information capital, ensuring you have
the physical tools (mainframes, etc.) necessary to deliver information to
users. The remaining examples center on the need of gathering stored
information, sharing it widely, and having employees harness it in their
day-to-day actions.?? As with human capital, the critical dimension to con-
sider when crafting an information capital objective is the linkage between
technology and strategy. Your individual game plan for corporate success
will undoubtedly require technology if you hope to outperform your rivals,
and thus the choice of objectives should mirror the I'T contribution you
require to execute the strategy.

Organizational Capital —Sowing the Seeds of Sustainable Future Growth
and Change History provides many vivid portraits of men and women
toiling against seemingly insurmountable odds and facing what appear to
be overwhelming obstacles, only to turn sure defeat into stunning and glo-
rious victory. Military sagas are replete with such tales of heroism and
cunning, as is the field of exploration—it seems incomprehensible that Lewis
and Clark, for example, could have led an expedition into virtually uncharted
territory, spanning a vast continent and lasting two years with precious few
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supplies, to return with a treasure trove of scientific and cultural knowl-
edge and suffer only one casualty! The human spirit is beautifully indom-
itable and can literally move mountains when inspired by a worthy cause.
Within the organizational capital dimension we are seeking to draw on the
infinite resources of human strength and capture both the hearts and
minds of our employees, in an effort to make sustainable growth and pros-
perity a literal reality. Outlined next are two key elements you may consider
when drafting objectives for this section of the Strategy Map: culture and
alignment.

Let’s begin our discussion of culture, this most elusive of topics, by
attempting to define the term. One of the most useful explanations of cul-
ture I have come across is that offered by Stan Davis from the Columbia
University Graduate School of Business, who suggests: “Culture is a pattern
of beliefs and expectations shared by an organization’s members. These beliefs and
expectations produce norms that can powerfully shape how people and groups
behave.”30 While this is a very helpful definition, to simplify the matter even
further, we may think of culture as “the way we do things around here.” If
culture isn’t the most “touchy-feely” of all management topics, the roll call
in its class certainly would not take long to conduct. But how important
is culture to an organization’s success? Turns out it is a vital contributor.
In their book, Corporate Culture and Performance, authors Heskett and Kotter
discovered that over a 12-year period, firms with effective cultures achieved
stock price growth of 901 percent compared to just 74 percent for those
with ineffective cultures. Over that same span those with effective cultures
saw revenue growth of over 680 percent while the ineffective group man-
aged only 166 percent gains.3!

As a consultant, I have the unique opportunity to peer through the window
of culture at each of my clients, and believe me, the vistas provided are
very enlightening indeed. For example, take this “Tale of Two Clients” I
am currently working with. At the first, an organization priding itself on
teamwork, positive feedback, and innovation, it is not uncommon for spon-
taneous rounds of applause to erupt during management meetings as
executives note the accomplishments of others in helping the company
reach its lofty targets. They openly cite their culture as a competitive advan-
tage in their success. At the other end of the culture spectrum, the second
client is characterized by a combative management and meeting style, an
insular view of the world, and a CEO who is renowned for withholding
information. Several insiders have confided in me that they believe this
culture is holding them back and taking a severe toll on employees, many
of whom appear to be actively disengaged. If you accept the proposition
that people are your most critical resource, asset, whatever term you choose,
then you owe it to yourself to gauge your current culture and determine
whether it is aligned with your strategic direction.

The misalignment of culture and strategy is a volatile cocktail capable
of disastrous results, as the story of Encyclopaedia Britannica illustrates.
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For much of the firm’s venerable history, its 32 volumes were considered
the ultimate repository of knowledge from art to zoology. As the world tran-
sitioned from bound books to personal computers in the quest for infor-
mation, Encyclopaedia Britannica was initially well positioned to make
the transition. In 1989 the company introduced one of the earliest multi-
media CD-ROM encyclopedias, Compton’s MultiMedia. The culture of the
company, however, stood in the way of maintaining the leadership posi-
tion. That culture was dominated by a nationwide force of direct-to-home
salespeople, the very force that had make Encyclopaedia Britannica a
trusted household name. No one dared to tinker with the traditional sales
format on which his or her livelihood depended. The sacredness of the
direct sales force business model was the company’s Achilles” heel. As a result,
Encyclopaedia Britannica failed to develop a serious strategy for elec-
tronic products until it was too late. Annual unit sales collapsed from a high
of 117,000 to about 20,000. It took the intervention of an outside investor
and the abandonment of the direct sales approach to save what was left
of the company.3?

Shaping or manipulating a culture, which can take years of habitual and
patterned behavior, is well beyond the scope of this book. However, I can
offer a few concrete steps you can take to help manage and change your
culture to ensure it exists in harmony with your strategy. The first is recruit-
ing and selecting people you believe embody the culture you are attempt-
ing to either sustain or create. Who you choose to carry out your work and
liaise with your team is completely within your sphere of control, so take
the opportunity to select those individuals who will further your cultural
aspirations. Second, manage your culture through intense socialization and
training initiatives, demonstrating what you expect from employees. The
means of accomplishing this are many, varied, and sometimes downright
bizarre. As an example of the latter, consider the online brokerage and
banking firm E*Trade. During their first meeting at this innovative com-
pany, new employees are required to stand on a chair and tell everyone
in attendance something embarrassing about themselves. Doing so knocks
down a lot of barriers and creates a bond between employees, allowing
them to open up and feel comfortable asking questions of coworkers, since
appearing to lack a little esoteric corporate information pales in com-
parison to the loss of face suffered from regaling deep dark secrets. Finally,
you may advance culture using the formal reward systems of the organi-
zation. If you value teamwork, a customer-centric approach and attitude,
and innovation, those traits should be tangibly rewarded in an effort to
have that culture deeply entrenched.??

The problems of misalignment are frequently and colorfully reflected
by parents of youngsters participating in soccer leagues.?* If you've ever
been to one of these “matches,” you know what I'm referring to: a blur of
frenzied activity around the ball with not a single player venturing more
than a few feet from that maelstrom of action. There is no coordination
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of activities, just a mad scramble covering a few square yards of the pitch.
Of course this is quite amusing if you're watching from the stands with your
camcorder catching the moment for posterity; after all, the stakes are rel-
atively minor. But for organizations, a lack of alignment can prove extremely
hazardous to any hope of executing strategy. Employee actions must be
aligned with mission, values, vision, and, most important, strategy, should
you wish to fully exploit the advantages of intangible assets such as cul-
ture and knowledge. The first step on the road to an aligned organization
is ensuring employee understanding of the building blocks of mission,
values, vision, and strategy. Only through understanding will action follow.
A simple and effective method of ensuring alignment is reviewing cascaded
Balanced Scorecards from throughout your organization. While most
Scorecards will rightly contain unique objectives and measures, they should
be aligned toward a common strategy if you hope to have all oars rowing
in a winning direction. We’ll discuss the notion of alignment and cascading
in greater depth in Chapter Seven.

DEVELOPING A SHARED UNDERSTANDING
USING OBJECTIVE STATEMENTS

As shadows creep slowly across the floor the clock strikes five, flip charts
cover virtually every square inch of wall space in the room, and all that
remains of the afternoon snacks are a few stray chocolate chips and a soli-
tary can of warm ginger ale. You're mentally drained but deep within you
surges a drumbeat of satisfaction and accomplishment because you have
just put the finishing touches on your first ever Strategy Map. Although
it’s doubtful that someone will now point a camera in your direction implor-
ing you to yell “I'm going to Disney World,” you are in line for a well-deserved
break before moving on to the task of measures development. If you are
like many of my clients, that break may comprise a week or two as the press-
ing calls of your “day job” relentlessly beckon. When, some time later, you
do reconvene to brainstorm measures for each of the objectives on your
Map, a strange sensation comes over you—you can’t remember a thing
about the objectives that grace the Map. Sure, broad themes are evident,
but the specific nature and tone of each objective is a semantic mystery.
The job of developing measures, a daunting one to begin with, has just
been rendered significantly more difficult as a result of this cognitive lapse.

A simple method to avoid situations like this from blocking your progress,
and severely testing your sanity, is the crafting of two- to three-sentence
narratives for each objective soon after you have completed the Strategy
Map. I refer to these notes as “objective statements” and feel they provide
several benefits. Their primary function and advantage is clearly articu-
lating specifically what is meant by each objective appearing on the Map.
That alone can pay tremendous dividends, should your Map contain poten-
tially cloudy objectives such as “Enhance productivity,” which could be
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capably gauged by any number of metrics. Curious readers of your Strat-
egy Map will also be grateful you took the time to pen objective statements
as they serve to supplement what appears on the Map, filling in the blanks
with crucial and explanatory information on why you have chosen the spe-
cific objectives they see before them. A well-written objective statement
should be succinct (you're not writing a novel here; two or three sentences
should suffice), clarify with precision what is meant by the objective and
why it is important, outline how it links in your chain of cause and effect,
and, finally, briefly outline how it will be accomplished. Here is an exam-
ple of a well-composed objective statement from my client the Recreation
Vehicle Dealers Association (RVDA):

Become the one stop resource for practical dealer information

RVDA staff should have so much knowledge about RV retail processes and
information that anyone in the RV Industry with a question about RV
retailing will come to RVDA first. This is important so that RVDA can
help their members have an easy way to get information in one convenient
place. We will accomplish this through more staff knowledge and increased
communications with members, potential members, and the industry. To
achieve this we must identify what information is required to support dealer
operations and create standardized information systems that ensure the
availability of needed data so that staff members can access and pass on
information.

The most opportune time to craft objective statements is immediately
following the workshop while the mental flame is still smoldering brightly
and everything is crisp and fresh in your mind. To balance personal biases
and perceptions that may emerge from individuals drafting the statements,
have small teams of two or three people write them, ensuring what is cre-
ated reflects the actual discussion of the day and the entire team’s collective
understanding of each objective.

CONDUCTING EFFECTIVE STRATEGY
MAPPING WORKSHOPS

As with any important session, the Strategy Mapping workshop will require
careful planning to produce successful results. Let’s look at what should
take place before, during, and after the event to ensure that your team gen-
erates a Strategy Map that depicts the story of your strategy in clear and
compelling fashion.

Before the Meeting

Preparation is the key to success in any meeting situation. The first thing
you must decide is who will facilitate the session. I suggest using an out-
side consultant or trained facilitator to manage the workshop. A skilled
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consultant or facilitator will be able to spark group thinking and apply
proven techniques to ensure you achieve your goals for the session. Sched-
ule the workshop for a full day, which, when you include breaks and time
for a refueling lunch, will typically be eight hours. Here are some other items
to consider before your session:

o Distribute materials in advance. The Strategy Map will translate your mis-
sion, values, vision, and strategy, so ensure the team has received the
most recent versions of each of these documents. In addition, pass around
the information you gathered from your executive interviews.

o Determine where to hold the meeting. 1 have no empirical evidence to back
up this claim, but I firmly believe those Strategy Maps created at off-
site locations, away from the hustle and bustle of the office, tend to be
of a higher quality. The recipe for a powerful Strategy Map includes con-
templation, careful analysis, and a healthy dose of creativity, all of which
can be helped along by the right location. Too many people associate
meeting rooms in their office buildings with long and boring speeches,
useless information exchanges, and wasted time, so why not tip the
scales in your favor by moving to a venue sure to stimulate creativity.
You don’t have to meet on a mountaintop in Utah, although I'm sure
that would be inspirational; just get out of your building to a place with
no negative associations for your team. I have been fortunate enough
to lead Mapping workshops in quaint country inns, restored manors,
rustic cabins, and of course lots of hotel conference rooms.

o Prepare the room. Regardless of where you stage your meeting, room prepa-
ration is a key. Post the mission, values, vision, and strategy on large
banners or pages at prominent locations around the room. Everyone
in attendance should be able to clearly see these documents for easy ref-
erence. Also post any particularly interesting or relevant quotes heard
during your executive interviews. The senior management team must
ultimately own this tool, and therefore you want to ensure their think-
ing is imprinted into everything you do. You must also have flip chart
pages up and ready to capture input from the group. Have sheets pre-
pared for each of the perspectives of the Strategy Map along with park-
ing lot items, and other issues. Finally, we all know the old saying “The
devil is in the details.” Make sure you have an ample supply of flip chart
paper, Post-it notes, pens, and tape to capture it all.

During the Meeting

Filmmaker Woody Allen is credited with saying “Ninety percent of life is show-
ing up.” I've really enjoyed many of Woody’s cinematic efforts, but I have
to disagree with him on that point—at least as it relates to your Strategy
Mapping workshop. Once your attendees “show up,” then it’s up to you
to make sure everyone gets the most out of the session. You've done your
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homework, distributed your materials, and have assurances of perfect atten-
dance at your meeting. Now let’s look at what must take place during the
session to guarantee a successful outcome.

o Opening the meeting. Your facilitator should thank everyone for attending,
congratulate them on their efforts to this point, and clearly outline the
challenging yet exciting work that lies ahead. She will also state her role
in the session, that of objective facilitator. Goals for the meeting should
also be presented, along with housekeeping items, such as timing and
amenities (if you're offsite). Finally, the session’s ground rules will be
presented. While the session is meant to be casual, certain rules do apply.
Specifically: active participation by all participants, no rejected ideas,
and adherence to the time limits.

o Capturing ideas. If yours is a for-profit undertaking, you will typically
begin the Map development by brainstorming objectives for the Finan-
cial perspective, followed respectively by Customer, Internal Process,
and finally Employee Learning and Growth. I tend to shy away from
pure group brainstorming despite its proven effectiveness and wide-
spread use. Too often a few people tend to dominate the proceedings,
leaving the less verbose mute in their chairs. Even if you have a rela-
tively small team, start by breaking them up into groups to stimulate
some good-natured rivalry and create stronger ideas. For example, let’s
say you have 10 people participating in the session; begin by splitting
them into three groups: two consisting of 3 people and the third of 4.
Each group will have 30 minutes to brainstorm as many objectives as
they can muster, but they must be prepared to come to consensus on
their top four before wrapping up. When the 30 minutes has expired,
the deck is shuffled and participants are placed in two groups of 5.
These groups, given approximately 40 minutes, spend a few minutes
reviewing the various objectives generated in the smaller groups, then
brainstorm themselves to come to consensus on what objectives they feel
should comprise that perspective. Finally, the facilitator asks each group
to volunteer its final objectives and leads a plenary discussion until the
ultimate objectives are determined.

o Keeping people engaged. The first line of defense here is limiting dis-
tractions by asking people to surrender the ubiquitous accoutrements
of modern business: cell phones, BlackBerries, and even iPods. Of course,
surrendering them is probably not an option, as most people would
consider that request tantamount to depriving them of oxygen. As a
compromise ask that all such devices be turned off during the session
to ensure that creative insights are not rudely interrupted by the William
Tell Overture emerging from someone’s bag. Standard facilitation advice
applies to your Mapping workshop. You must ensure all voices are being
heard, opinions and feelings honored, and thoughts captured. If ever
a member of the team has become so disengaged as to actually begin
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to doze off, I would recommend this intervention technique offered by
a man who has probably never spent a day of his life in an office but
knows a thing or two about human nature, Dave Barry: “Have everybody
leave the room, then collect a group of total strangers, from right off the street,
and have them sit around the sleeping person and stare at him until he wakes
up. Then, have one of them say to him, in a very somber voice, ‘Bob, your plan
is very, very risky, but youw've given us no choice but to try it. I only hope, for
your sake, that you know what the hell you're getting yourself into.” Then, they
should file quietly from the room.” 3>

After the Workshop

Your team leader will hold the responsibility for taking the nuggets of raw
material generated during the meeting and putting them into a draft
Strategy Map form, which will then be distributed to the team for further
review and refinement.

HOW MANY OBJECTIVES ON THE STRATEGY MAP?

To both inspire my clients and give them a mental leg up when develop-
ing Strategy Maps, I often share dozens of other Maps from clients and
those in the public domain. As we’re reviewing I ask the assembled group
which Maps they like, which do not resonate with them, and why. Invari-
ably, and I mean every single time, clients will state their unanimous prefer-
ence for Maps with fewer objectives, citing the clarity, simplicity, and cogent
nature of these renderings. And this is why I compare myself with Charlie
Brown as he strides confidently toward the football ready to punt a mighty
blow only to have Lucy yank it away at the last second. Why do I feel like
poor old Charlie Brown? Because you would think he’d learn after all these
years to anticipate Lucy’s action, but he doesn’t; instead, he’s upended
and lands with a thud on the turf every time. So it is with me; after hear-
ing the rave reviews for compact Strategy Maps, I am certain every client
will work diligently in our sessions to create something succinct, only to see
the flip chart pages pile up like bills after Christmas and the number of
objectives balloon into the 20s, 30s, and sometimes even 40s.

Of course a number of factors conspire to cause this rising tide of objec-
tives. First of all, it is often simply easier to create a large number of potential
and mediocre objectives than hone in with surgical precision on the crit-
ical objectives that truly translate your strategy and tell your story. The
converse of this is a culprit as well: Given the important nature of the task
at hand, many groups will leave no stone unturned in their quest to dis-
cover each and every relevant objective. Finally, since teams are customarily
comprised of individuals representing various business units and groups,
human nature seeps to the surface and has each person proposing objec-
tives reflecting local interests.
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Perhaps more than any single attribute, a well-constructed Strategy Map
can provide clarity to a workforce hungry for insights into what is of truly
strategic significance to the firm. It is difficult if not impossible to shine
a light of clarity on your strategy if the Map you have chosen to faithfully
represent that strategy contains 30 or 40 objectives, a situation bound
to send people scrambling in every direction and potentially causing dif-
fusion of responsibilities. The principal tenet of the entire Balanced Score-
card system is focus, a laserlike beam on what truly matters, keeping you
riveted to the critical drivers of success and relegating the white noise to
the periphery. Therefore, in my opinion, less truly is more when it comes
to Strategy Map development. Despite the significant challenges in the
task, you should devote your energies in drafting a Map that tells your story
in the absolute minimum number of objectives. Of course I recognize that
“absolute minimum” is a relative term open to interpretation; thus, as a rule
of thumb, I would suggest you attempt to create your first Strategy Map
with no more than 15 objectives. Doing so ensures your choices reflect only
the vital few, eliminating the trivial many, and also assists you in limiting
the number of performance measures you will ultimately track to moni-
tor your ongoing success. For those of you gasping in horror at the thought
of so few objectives, I give you this motivational quote from Robert Schiller,
author of Irrational Exuberance: “The ability to focus attention on important
things is a defining characteristic of intelligence”35

CUSTOMIZING YOUR STRATEGY MAP

My siblings and I often joke that our dad was born at least 20 years too
early. One of the justifications we typically parade in support of that claim
is the fact that Dad was a huge fan of Elvis Presley, this despite the fact
that by the time Elvis really exploded in popularity, ushering in the era
of rock ’'n’ roll, our father was already in his early 40s. We lost our dad last
year, and for some reason I feel as if I need to carry on the Elvis torch in
his honor, so while channel surfing on a recent evening I found Jailhouse
Rock, a 1957 Elvis film, and had to watch. In the film, 22-year-old Elvis
portrays Vince Everett, an ex-con looking to make a name for himself in
the music business. From his first turn at the microphone it is obvious that
Vince has talent, but he struggles to secure a recording contract, contin-
ually being told he sounds like everyone else. It’s not until he begins to
sing as he feels the song deep within himself that his true voice emerges,
and when it does, when he discovers his authentic voice, the inevitable climb
to stardom begins.

One of the chief criticisms I levy at the bulk of Strategy Maps sent my
way for review by organizations that have already engaged in the process
is they all tend to look alike, stuffed to the brim with the latest business
jargon and predictable objectives. Remember, the Strategy Map is first and
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foremost a communication tool, signaling to everyone the key objectives
required to execute your strategy. Therefore, it should reflect not only your
strategy but also your unique culture, values, and even eccentricities. Most
initial efforts remind me of Elvis’s character Vince: They demonstrate talent
but they don’t represent the true voice of the organization. In the para-
graphs that follow you will discover two organizations that broke the mold
and developed out-of-the-ordinary but remarkably effective Strategy Maps.

Your first decision in personalizing the Strategy Map is choosing the
structure of the document itself. If, for example, you're a for-profit enter-
prise, will you make the customary choice of placing the Financial perspective
at the top of the map? Most organizations do so without really question-
ing whether that is indicative of their true beliefs and passion. Brother
Industries (USA), Inc., is a fine example of a company that did take the
time to ponder whether placing finances at the top of the Strategy Map
was true to its strongest intentions. After careful consideration it decided
customer satisfaction, a passionate belief held widely throughout the com-
pany, was most critical and thus the Customer perspective should be placed
at the top of the Strategy Map hierarchy. Interestingly, that led to another
question: “Does the hierarchical structure of the typical Strategy Map work
for us?” Again, Brother chose the road less traveled and determined that
the Map was primarily a communication tool and thus should be both
interesting and original, corresponding to the culture of the organization.
The resulting Strategy Map, one that has proven to be remarkably suc-
cessful in communication and education efforts, is shown in Exhibit 4.5.37

Continuing with the theme of Strategy Map as communication tool, the
more closely you can align the Map with other internal marketing cam-
paign fundamentals, including colors, logos, and themes, the better. Eight
point black font against a stark white background just isn’t going to cut
it for an employee base accustomed to slick graphics and vivid colors on
everything from video games to cell phones. To drive acceptance from your
employee base, Strategy Map aesthetics are almost as important as the very
objectives comprising the Map. The Environmental Services Group of the
Unified Port of San Diego understood the importance of creating a Map
that told their strategic story but did so in a way that was sure to catch
the attention of every associate. Shown in Exhibit 4.6 is the aquatic render-
ing the company engineered to display its very concise yet informative
Strategy Map. Not only is this Map cleverly designed, but it captures the
essence of the firm’s operations in just eight objectives, ensuring focus on
what truly matters.

KEEP IN MIND

e A Strategy Map is a one-page graphical representation of what you must
do well in each of the four perspectives in order to effectively execute
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Exhibit 4.5 Strategy Map of Brother Industries (U.S.A.) Inc.

Enhance Customer
Satisfaction

* Provide Lower-Cost Product
¢ Continual Quality

Improvement Build Value
¢ Maximize Operational « Improve Asset
Flexibility Utilization/Efficiency
* Enhance Customer  Decrease Operating
Relationships Expenses
Work Smart, * Create Positive Cash Flow
Not Harder, ¢ Maximize Long-term
to Get It Right Profitability

* Imrove Manufacturing Efficiency  Right Skills,
¢ Improve Supplier Management Right Place,
* Maintain ISO Certifications and  Right Time

Enhance Community Programs S e e T G

Effective Performers
¢ Gather, Share, and Use
Information and Technology
Effectively
¢ Clearly Communicate
Expectations, Accountabilities,
and Achievements

Source: Reprinted with permission of the company.

your strategy. Strategy Maps are comprised of “objectives,” concise state-
ments typically beginning with verbs.

e Strategy Maps provide clarity and serve as powerful communication
tools, outlining the critical objectives for success.

e The first question to consider when developing a Strategy Map is whether
the four perspectives are right for you. The choice of perspectives should
ultimately be based on what is necessary to tell the story of your strategy
and create a competitive advantage for your organization.

e Numerous sources of information may provide insights into the objec-
tives for your Strategy Map including: annual reports, mission and vision
statements, strategic plans, and organizational histories.
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Exhibit 4.6 Strategy Map of the Environmental Services Group of the
Unified Port of San Diego

Customer and : responsive to ¢
Stakeholder ionshi stakeholders

Optimize N A Properly £k
the use of \J designand 0
interns

Run the } | Manage It
5 C projects : regulatory
Business , well compliance

Learning and
Growth

Legend: A
Arrows represent
4
Four be_zlanced @ Our objectives for #, cause and effect
p(-_!rspet:tlves from the department 3 relationships among
which we assess the * the objectives.

department’s progress

¢ Conducting executive interviews allows you to gather intelligence on
potential objectives and galvanize senior leadership support for the
implementation.

e Objectives for the Financial perspective of the Strategy Map will typi-
cally focus on shareholder value, revenue growth, and productivity.

¢ When developing the Customer perspective, three questions must be
answered: Who are our target customers? What do they expect or demand
from us? What is our value proposition in serving them? Most organi-
zations will focus primarily on one of three value propositions—cus-
tomer intimacy, product leadership, and operational excellence—while
maintaining a baseline level of competence in the remaining two.

¢ Operations management, customer management, innovation, and reg-
ulatory and social represent the four clusters of processes most organizations
will rely on to populate their Internal Process perspective.

¢ Often overlooked, the Employee Learning and Growth perspective acts
as the enabler for the Internal Process, Customer, and Financial perspec-
tives. Three distinct areas of capital—human, information, and organi-
zational—will be relied on to help determine appropriate objectives for
Employee Learning and Growth.
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An objective statement is a two- to three-sentence narrative that clari-
fies what is meant by each objective appearing on the Strategy Map,
outlines why it is important, explains how it links in the chain of cause
and effect, and briefly describes how it can be accomplished.

Careful planning before, during, and after the Strategy Mapping work-
shop is required for a successful event. Holding the meeting offsite will
often inspire greater creativity, resulting in more compelling Strategy
Maps.

While no magic number of objectives exists, the general rule of thumb sug-
gests that “Less is more.” In order to ensure focus on the vitally essential
objectives, the total number should be limited to approximately 15 scat-
tered across the four perspectives.

Acceptance, understanding, and use of the Strategy Map are enhanced by
customizing the product to your unique culture. Distinctive colors, logos,
and themes will often result in a memorable effort that convincingly
communicates your critical objectives.
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CHAPTER b

Creating Performance
Measures

Roadmap for Chapter Five In Freakonomics, a quirky and mostly irrev-
erent glimpse into the world of economics, the authors strike a momentarily
pragmatic chord when discussing the importance of measurement. They
suggest: “Knowing what to measure and how to measure it makes a complicated
world much less so. If you learn how to look at the data in the right way you can explain
riddles that otherwise might have seemed impossible. Because there is nothing like the
sheer power of numbers to scrub away layers of confusion and contradiction””!

We begin by examining exactly what a performance measure is and dif-
ferentiating between performance-driving leading indicators and resultant
lagging indicators. Next we review the four perspectives of the Balanced
Scorecard and consider possible measures for each. A number of criteria
are available to help you determine which measures should make up your
Scorecard. We'll review each to ensure that you select the right measures
for your organization. Once you’ve arrived at your performance measures,
we’ll consider whether you have an appropriate number to track the exe-
cution of your strategy adequately. Gathering data for your measures is
a crucial and often challenging aspect of any Scorecard implementation.
We share a performance measure data dictionary that will assist you in
capturing all the essential elements of your performance metrics. Then
we turn to the vital topic of effectively gathering feedback on your Scorecard
from all employees. The chapter concludes by examining the future of your
performance measures. Can we expect them to remain the same, or is change
inevitable?

PERFORMANCE MEASURES: THE HEART
OF THE BALANCED SCORECARD

What Are Performance Measures?

In the last chapter, I defined performance objectives as concise statements
that describe the specific things we must perform well if we are to implement

143
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our strategy successfully. But how do we know if we are in fact performing
well on our objectives? We use performance measures use to determine
whether we are meeting our objectives and moving toward the successful
implementation of our strategy. Specifically, we may describe measures
as quantifiable (normally, but not always) standards used to evaluate and
communicate performance against expected results. However, no simple
definition can truly capture the power that well-crafted and communicated
performance measures can have on an organization. Measures communi-
cate value creation in ways even the most charismatic CEO’s speeches never
can. They function as a tool to drive desired action, show all employees
how they can help contribute to the organization’s overall goals, and supply
management with a tool to determine overall progress toward strategic
goals. Thus measures are critically important to the Balanced Scorecard,
but generating performance measures may not be as simple as you think.
In a study by the American Institute of Certified Public Accountants, 27
percent of respondents stated that “the ability to define and agree upon
measures” was the most frequent barrier to implementing or revising a per-
formance measurement system.?

In this section we’ll examine the powerful role of the performance mea-
sure in the Balanced Scorecard. The distinction between lagging and leading
measures serves as our starting point, as differentiating between the two
will prove essential in your measure development efforts. We’ll then dis-
sect each of the four perspectives of the Scorecard, review how to create
specific measures for each, and examine different types of measures we
might encounter. It is my hope that after reading this chapter, your organi-
zation won’t feel that the ability to define and agree upon measures is the
biggest barrier to developing your performance measurement system.

Looking Back and Looking Ahead: Lagging
and Leading Measures of Performance

I gave a presentation at a software conference recently, and about halfway
through the session, I thought: I'm getting lots of questions today, and
everyone is really attentive—hardly a yawn to be seen! I bet I'll get good
reviews from this group. My thought was based on the premise that I sought
good reviews, and to get that positive feedback I believed had to hold the
group’s attention for the entire presentation period and encourage active
participation. In effect, I hypothesized that a low number of yawns and a
high number of questions would lead to positive reviews on my evaluation
sheets. In other words, the “yawn” and “question” measures were the perform-
ance drivers (leading indicators) of my overall evaluation score (lagging
indicator). That’s the key distinction between the two: Lag indicators rep-
resent the consequences of actions previously taken, while lead indicators
are the measures that lead to—or drive—the results achieved in the lag-
ging indicators. For example, sales, market share, and lost-time accidents
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may all be considered lagging indicators. What drives each of these lagging
indicators? Sales may be driven by hours spent with customers; market share
may be driven by brand awareness; and lost-time accidents may be driven
by the safety audit scores. Leading indicators should predict performance
of lagging measures.

Your Balanced Scorecard should contain a mix of leading and lagging
indicators. Without performance drivers, lagging indicators cannot inform
us of how we hope to achieve our results. Conversely, leading indicators may
signal key improvements throughout the organization, but on their own,
they don’t reveal whether these improvements are leading to improved cus-
tomer and financial results. Coming up with the lagging measures probably
won’t pose much of a challenge, because measurement language is awash
in such indicators: Sales, profits, satisfaction, and many others are common
measures in use today. It’s perfectly appropriate to feature a number of
these lagging indicators on your Scorecard. While you may share such mea-
sures with many other organizations, your leading indicators set you apart
by identifying the specific activities and processes you believe are critical
to driving those lagging indicators of success. Lag and lead measures are
contrasted in Exhibit 5.1.

Exhibit 5.1 Lag and Lead Performance Measures

Lag Lead
Definition * Measures focusing on results * Measures that “drive” or lead
at the end of a time period to the performance of lag
* Normally characterizes historical measures
performance * Normally measures

intermediate processes
and activities

Examples ¢ Market share ¢ Hours spent with customers
e Sales ¢ Proposals written
* Employee satisfaction * Absenteeism
Advantages ¢ Normally easy to identify and ¢ Predictive in nature, and
capture allows the organization to
make adjustments based
on results
Issues * Historical in nature * May prove difficult to identify
» Does not reflect current activities ~ and capture
* Lacks predictive power ¢ Often new measures with no

history at the organization

The Balanced Scorecard should contain a mix of lag
and lead measures of performance.
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MEASURES FOR THE FINANCIAL PERSPECTIVE

With each perspective of the Balanced Scorecard, the measures we choose
should act as direct translations of the objectives we chose to comprise our
Strategy Map, which themselves were faithfully translated from the orga-
nization’s differentiating strategy. The measures provide insight into whether
we are achieving our objectives and foster accountability for results, ensur-
ing that we maintain the course of implementing our strategy. In Chapter
Four, when discussing Financial objectives, I noted that most companies focus
on revenue growth and productivity, both pursued in the goal of enhancing
shareholder value. Therefore, we should extract our measures directly from
those objectives.

Recall our discussion of the cable television operator HBO who, in an
attempt to grow revenues, has begun selling many new products, such as
DVDs of existing hit shows. Revenue from new products could prove to be
an appropriate measure of HBO’s success in such ventures. The company also
decided to deepen its relationships with current customers by offering a
broader range of channels; thus, tracking market share as a measure will
provide HBO with the information needed to determine if it is making head-
way along this path.

Enhancing productivity, another vital financial mechanism, is also typ-
ically pursued by dual ends: reducing costs and improving the utilization
of assets currently in place. Possible measures for these objectives include
cost versus budget, expenses as a percentage of sales, and asset utilization.
This last example brings to mind an important point: Never overcompli-
cate the measurement decision. I have been in workshops where “Improve
utilization of assets” appears as an objective, obligating the team to craft
a performance measure to use to gauge success over time. To me it seems
fairly obvious that unless a brilliant flash of inspiration results in a never-
before-pondered measure, wouldn’t “Improve asset utilization” best be
tracked by simply monitoring asset utilization? Don’t spend hours look-
ing for a measure that will not prove as effective as the obvious one. I am
not suggesting that new and missing measures are not valuable; they are
without a doubt, and you will have many opportunities to create such ground-
breaking metrics. What I am suggesting is that, many times, the first measure
that comes to mind regarding an objective—the obvious choice—is the most
appropriate.

Although measures of growth and profitability are valuable, they cannot
be relied on exclusively to tell the financial story of the enterprise. Take,
for example, an organization that wants to grow earnings. Expanding oper-
ations and investing in a new plant will undoubtedly accomplish this objec-
tive, but at what cost? Shareholder value is enhanced only if the expansion
is profitable and achieves a return greater than the cost of capital. It is
possible for a company to increase earnings and still destroy shareholder
value if the cost of capital associated with new investments is sufficiently
high.3 To determine whether financial investments are truly creating value,
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many organizations have turned to the calculation of economic value added
(EVA). Simply put, EVA equals a firm’s net operating profit after taxes less
a capital charge. Using EVA as a yardstick, many organizations have a tool
to evaluate the opportunity costs of various investment alternatives. For
example, London-based Diageo PLC, which owns United Distillers & Vint-
ners Limited, used EVA to gauge which of its liquor brands generated the
best returns. The analysis determined that because of the time required for
storage and care, aged Scotch didn’t generate as much profit as vodka,
which can be sold within weeks of being distilled. As a result of the EVA
analysis, management at United Distillers began to emphasize vodka pro-
duction and sales.*

Not every organization will choose financial measures relating to growth,
productivity, or value. Others, especially those in the financial and insur-
ance industries, may choose indicators of risk management to complement
other financial measures. Westdeutsche Landesbank is a German whole-
sale bank represented in more than 35 countries worldwide. In developing
financial measures at its New York City branch, West LB chose to augment
its traditional financial measures of revenue growth and cost containment
with measures of risk-adjusted return on capital. This addition reflected
the importance of risk management in its portfolio.

Some organizations will venture beyond their accounting systems and
look to Wall Street to supplement their financial perspective. Measures of
share price and market valuation are often found on Balanced Scorecards.
Those working in organizations that rely heavily on innovation and human
capital (who isn’t?) may desire a financial measure that captures the value
of your intellectual assets. As with all Balanced Scorecard measures, the
key is alignment to your strategy. The measures selected for the Financial
perspective will help set your course in determining measures for the rest
of the Scorecard, so ensure they accurately translate the objectives appear-
ing on your Strategy Map. Your measures should tell your individual story,
but to help get you started, Exhibit 5.2 provides a list of commonly used
financial measures.

MEASURES FOR THE CUSTOMER PERSPECTIVE

When developing your Strategy Map objectives for the Customer perspec-
tive, I recommended using the three value propositions of operational
excellence, product leadership, and customer intimacy as a framework for
your deliberations. Let’s return to those value propositions now and con-
sider possible measures that may fall under each.

Measures of Operational Excellence

Operationally excellent organizations excel at wringing out every last drop
of inefficiency and focus intently on their formula, in an uncompromising
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Exhibit 5.2 Commonly Used Financial Measures

* Total assets ¢ Value added per employee
* Total assets/employee e Compound growth rate

* Profits as a % of total assets ¢ Dividends

* Return on net assets e Market value

¢ Return on total assets e Share price

* Revenues/total assets * Shareholder mix

e Gross margin e Shareholder loyalty

* Net income e Cash flow

¢ Profit as a % of sales » Total costs

* Profit per employee  Credit rating

* Revenue e Debt

* Revenue from new products ¢ Debt to equity

* Revenue per employee e Times interest earned

¢ Return on equity (ROE) e Day sales in receivables

* Return on capital employed (ROCE) * Accounts receivable turnover
¢ Return on investment (ROI) ¢ Days in payables

e Economic value added (EVA) e Days in inventory

* Market value added (MVA) * Inventory turnover ratio

desire to offer us great value. Outlined next are the attributes of operational
excellence we discussed in Chapter Four. Let’s revisit them using the lens of
measurement.

e Price. More than any other determining factor, what brings us back to
operationally excellent firms again and again is low prices. Therefore,
we might expect to see measures such as “average price compared to
key competitors” or “total cost of ownership” appearing on their Balanced
Scorecard.

o Selection. This past holiday season during a trip to Costco I felt as if I
were being stalked by a frenzied crew of their associates on a runaway
forklift. Upon closer examination from a safe location, they were def-
initely frenzied alright but not in a desire to run me down. Instead their
goal was to keep the shelves stocked for us desperate last-minute shop-
pers. Operationally excellent companies thrive on a rapid turnover of
goods. Thus typical measures would include “inventory turns,” “number
of items out of stock,” and “cash flow.”

e Convenience. When you go to McDonald’s for a Big Mac fix you’re not
expecting the pampering you'd receive at the Ritz Carlton or the choice
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awaiting you at a large buffet—you just want your burger and you want
it now. McDonald’s knows that and has designed the business infra-
structure to make sure you experience the convenience of a hot meal
served rapidly. Most operationally excellent companies include measures
of convenience and accessibility as part of their Scorecards. Examples
include “average wait times,” “number of customer complaints,” and
“number of resolutions in first call” (for call centers).

o Zero defects. Mistakes or defects of any kind are anathema to operationally
excellent companies. When uniformity is critical, variation must be removed
from the system, and thus it is not surprising that many will invest in
Six Sigma to stay on the path of zero defects. “Manufacturing yield” and
“defect rates” may be closely monitored.

e Growth. Up, up, and up is the mantra of this high-flying set, and thus
measures of growth will take a front-row seat. Examples include “revenue
growth in targeted segments” and “number of new customers.”

Product Leadership Measures

Product leaders succeed by providing their customers with new and inno-
vative products that offer unique functionality not available in competitors’
ofterings. Of course every organization’s wish list would probably include
greater innovation and more breakthrough ideas, but one company that
truly lives in the “innovation fast lane” is IDEO. A true innovation factory,
IDEO has created thousands of products, services, environments, and dig-
ital experiences for hundreds of clients. If you’ve had your teeth whitened
at BriteSmile, then you've been the beneficiary of IDEO innovation. If you
visited “Workspheres,” a collection of nine concepts that explore the theme
of individuality in the context of corporate culture at the Museum of Modern
Art in New York, you've benefited from IDEO innovation. Founder and chair-
man David Kelley typifies the IDEO culture when he says, “Design is not
a noun; it’s a verb”® Let’s consider possible measures for product leading
companies.

o Getting the word out is a must. Product leaders aggressively pursue the buzz
that often accompanies a breakaway new product. Thus we might expect
to see “brand image” or “brand awareness” gracing their Balanced Score-
card. Given their penchant for pushing the envelope of innovation,
product leaders might also measure “help line calls per product” to
determine the amount of interest, and possibly confusion, in their latest
development.

e Functionality. You probably didn’t know this but I am the proud curator
of a cell phone museum housed, conveniently, in my house. Admittedly
it’s small, three phones, but that modest sampling spans some fourteen
years, which represents about ten thousand years in tech time. I couldn’t
use the word “mobile” to describe my first cell phone, because unless you
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are blessed with the pipes of Arnold Schwarzenegger, you’d probably
be too weak to port this toaster-sized device around for long periods of
time. Comparing it to my current device is like contrasting the blunt rocks
our ancestors used for mixing food with my shiny new Cuisinart. The
advance in functionality is difficult for this mind to comprehend, but
I do thank those responsible. Product leaders, those on the cutting edge
of design, style, and functionality, must employ metrics that allow them
to gauge their penetration of our needs. Expect to see measures such
as “number of customer needs satisfied” and “number of new features
offered” appearing within their Balanced Scorecards.

Measures for Customer Intimacy

By providing an unparalleled mix of superior services that offer a total
solution, the customer-intimate organization is able to move beyond simply
providing a product or service to cultivating a lasting relationship with their
clientele. With measures in mind, let’s reconsider a number of the attributes
of customer intimacy we encountered in Chapter Four.

Customer knowledge. “Access to key customer information” is a driving
force in this endeavor. The more information the customer-intimate
firm has about its customers, the better able it is to personalize, antic-
ipate, and even predict customer patterns. A strong information foun-
dation paves the way for this to occur. The information must provide users
with a total view of the customer and must be integrated from all sources,
meaningful and actionable, and user friendly.6

Solutions offered. “Total number of solutions offered per client” or a deri-
vative thereof is the obvious choice for tracking the solutions customers
demand. You will undoubtedly invest significant time, effort, and resources
in creating specialized offerings for your customers; therefore, it is impor-
tant to balance a metric like “total number of solutions offered” with one
reflecting customer profitability, sales volume, or margin improvement.
You want to ensure that your investments in customized solutions are
creating sufficient profitability to cover your costs.

Penetration. With their credo of providing total solutions to customer needs
never far from mind, we would anticipate customer-intimate organiza-
tions to track “share of wallet” or “market share.”

Culture of driving client success. Customers represent the ultimate arbiter
of success for any organization, but it is the customer-intimate organi-
zation that labors most intensely to ensure positive experiences, and in
so doing it relies heavily on a positive cultural foundation. “Reputation
index,” “number of customer awards received,” and “number of referrals”
will rank highly on the Scorecard of a customer-intimate enterprise.

Relationships for the long term. Customer-intimate organizations are seek-
ing the sort of relationship evident in the time-tested marriage of Paul
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Newman and Joanne Woodward rather than the casual dalliances of, say,
a Paris Hilton. In other words, they are in it for the long haul, working
with you to provide solutions as your needs inevitably change. As a result,
“customer turnover” and “customer retention” are likely measure candi-
dates.

Although I have not mentioned the term specifically, it is a virtual cer-
tainty that “customer satisfaction” will be scrawled across a flip chart at
some point during your measures development session. So popular is it
that I have devoted an entire exhibit to this oft-cited metric. Please review
Exhibit 5.3 to learn more about the perils and possibilities of customer
satisfaction.

Other Sources of Customer Measures

Choosing your value proposition and identifying your target customer seg-
ments will greatly enhance your efforts in developing both objectives and
measures for the customer perspective. However, they aren’t your only options.
Here are some other sources that can lead to measures you may wish to
track.

e [Financial objectives and measures. Don’t forget that the Balanced Score-
card should tell the story of your strategy from financial targets through
the customer, processes, and employee capabilities you’ll need to achieve
success. Once you've developed financial objectives and measures, ask
yourself how they translate into customer requirements. For example,
if you have a financial target of double-digit revenue growth, you may
require greater customer loyalty or ambitious customer acquisition poli-
cies to achieve that goal.

o The customer’s voice. The Internet is an incredibly powerful medium for
spreading customer perceptions about your products and services, good
or bad. Message boards and targeted sites across the vast universe of
the Web likely contain a host of references to your company and its offer-
ings. Take advantage of this opportunity by listening to what your cus-
tomers have to say about you and then proactively defining yourself.

e Moments of truth. Any point at which a customer comes in contact with
a business defines a moment of truth. The interaction can be either
favorable or unfavorable and can have a great impact on future busi-
ness. Mapping these moments of truth provides you with an opportunity
to isolate the differentiating features you offer and design metrics to
track your success.”

e Look to your channels. Today’s organization may serve customers in a
number of ways, each with unique processes. Take the example of a retailer.
It may offer shopping over the Internet, in retail stores, and/or by cata-
log. Each of these channels has specific processes and will entail different



Irmgn.ir

152 Creating Performance Measures

Exhibit 5.3 A Closer Look at Customer Satisfaction

Customer satisfaction may be the most popular measure in the Customer perspectives
of Balanced Scorecards around the world. In one recent study, 70% of respondents
noted it appeared on their Scorecard.ll Popularity, however, is not always tantamount to
effectiveness, and many pundits have begun to question the efficacy of this indicator.
A chief complaint is the specious link between satisfaction and growth. As a glaring
example of this possible deficiency, detractors point to K-Mart, which reported a
significant increase in satisfaction scores on the American Customer Satisfaction Index
(ACSI) while simultaneously experiencing sharp declines in sales and tumbling into
bankruptcy.lil Others question the unrelenting drive exhibited by companies attempting
to reach the pinnacle of 100% satisfaction. One recent study debunked the value of
reaching 100% satisfaction, noting that customers who were only 80% satisfied spent
as much as those who were reportedly 100% satisfied. It seems getting that extra 20%
requires significant investments with little payback.liil

Despite these drawbacks, most companies will continue to include customer satisfaction
on their Balanced Scorecards in attempt to discover the driving forces behind the
purchase decision and how they can retain their customers for the long term. Most will
turn to surveys as the primary means of data collection. A number of tips to keep in mind
when developing and administering surveys follow.

1. Survey a variety of customers. Your current customers know you the best and are
most likely to provide positive responses when asked about their experiences with
your firm. To balance this bias, survey past customers, those you know have left, and
competitors’ customers to learn more about their buying habits.

2. Ask about the specifics of their experience. To know if customers are generally
satisfied or not satisfied is directionally helpful, but to really ascertain what makes
them tick, dig deeper to get their reaction to the many specific attributes of your
products and services.

3. Ask about competitors. Henry Ford’s dictum not withstanding, customers have plenty
of choices. Satisfaction with your products is part of an overall spectrum of relative
satisfaction based on their use of yours and competing products and services.

4. Ensure the survey is administered by the head office or a third party. A lot is
riding on the results of these surveys, including financial incentives and resource
perks. Unscrupulous employees may be tempted to deliberately manipulate results
in their favor. Eliminate that possibility by using either head office staff or a third
party to administer your survey.

5. Keep it simple. The longer and more complicated the survey is, the lower the
response rate.

[i] Performance Measurement Survey by the American Institute of Certified Public Accountants and
Lawrence S. Maisel, 2001.
[ii] Frederick F. Reicheld, “The One Number You Need to Grow,” Harvard Business Review (December
2003): 49.
[iii] Christopher D. Ittner and David F. Larcker, “Coming Up Short on Nonfinancial Performance
Measurement,” Harvard Business Review (November 2003): 90.

Source: Paul R. Niven, Balanced Scorecard Diagnostics: Maintaining Maximuwm Perform-
ance (Hoboken, NJ: John Wiley & Sons, 2005) p. 103.
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performance measures. For instance, when measuring checkout efficiency
and speed in retail stores, error rates in keying items/prices into the reg-
ister and the average length of a transaction might be monitored. Online,
the same organization could monitor transaction ease by examining the
number of fields into which the customer must enter information or
the number of abandoned transactions. A catalog transaction would
examine the number of rings it takes customer service representatives
to answer calls and how long it takes to place the order.®

o Work from the customer experience. In The Experience Economy authors Joe
Pine and Jim Gilmore suggest that the economy is undergoing a shift to
experiences, in which every business is a stage and memorable events
must be created for customers.? If you're like me, you may have started
your day with a trip to your favorite coffee shop and shelled out any-
where from two to five dollars for one cup of coffee. The company that
harvested the beans probably received the equivalent of about one or
two cents, but we just paid about two hundred times that. Why? Because
of the pleasurable experience the coffee shop provided to us. Look at
the experience you're designing for your customers and you’ll be sure
to unearth a number of critical measures of success for the customer and
all other perspectives of the Scorecard.

It is very important to include both lag and lead indicators in your cus-
tomer perspective and in the entire Scorecard for that matter. However,
I have seen many Balanced Scorecard teams get way off track by endlessly
debating what is a “lag” measure and what represents “leading” perfor-
mance. Some team members will undoubtedly suggest that every measure
is in effect “lagging” because it is historical in nature. We could argue the
semantics of this topic forever, but in the end it comes down to choosing
measures and asking yourself, “What drives this measure?” Whenever you
choose one measure and can hypothesize a relationship with a related metric
you feel drives the performance of the first measure, you've determined
a lag and lead relationship.

Use the just-listed techniques to help you generate measures for your
own customer perspective. To get the creative juices flowing, Exhibit 5.4 pre-
sents a sample of customer measures.

MEASURES FOR THE INTERNAL PROCESS PERSPECTIVE

All of the measures appearing on your Balanced Scorecard will be directly
translated from the objectives appearing on your Strategy Map via the
question “How will we know if we are successful in achieving this objec-
tive?” Answering that query will help produce the performance measure(s)
necessary to gauge success. With that question firmly planted in your mind,
let’s examine the framework for Internal Processes we explored in Chapter
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Exhibit 5.4 Sample Customer Measures

Customer satisfaction

Customer loyalty

Market share

Customer complaints

Complaints resolved on first contact
Return rates

Response time per customer request
Direct price

Price relative to competition

Total cost to customer

Average duration of customer relationship
Customers lost

Customer retention

Customer acquisition rates

Percent of revenue from new customers
Number of customers

Annual sales per customer

Win rate (sales closed/sales contacts)
Customer visits to the company

Hours spent with customers

Marketing cost as a percentage of sales
Number of ads placed

Number of proposals made

Brand recognition

Response rate

Number of trade shows attended

Sales volume

Share of target customer spending
Sales per channel

Average customer size

Customers per employee

Customer service expense per customer
Customer profitability

Frequency (number of sales transactions)

Four and use it to help us determine possible measures you can include in
your Balanced Scorecard.

Operations Management Measures

You will recall that operations management refers to the basic, routine,
and day-to-day processes necessary to keep the engines of commerce hum-
ming at your company. A metaview of this cluster reveals subprocesses of
sourcing, manufacturing, distribution, and risk management. The measures
you choose will, naturally, be organization specific. For example, if yours
is a mortgage lending company, you don’t produce a physical product. Nev-
ertheless, that does not preclude you from including operations manage-
ment metrics. “Cycle time from application to funding” or “number of loans
closed per employee” may appear on your Scorecard. Manufacturers, mean-
while, may focus rightly on “yield” or “throughput” for this perspective.
Again, you must be disciplined as you complete this perspective. Faced with
innumerable options for measurement, you must focus precisely on just
those options that are critical to tracking your execution of key processes
that drive value for customers and financial stakeholders.

Customer Management Measures

Five critical subprocesses comprise customer management: (1) selecting
target customers, (2) acquiring them by proactively communicating our
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value proposition, (3) understanding their needs, (4) retaining customers,
and (5) deepening our relationship with them. A simple yet powerful
measure may accompany each subprocess on the Balanced Scorecard. For
example, selection of customers may be tracked by “customer segmenta-
tion” or classification. Acquisition is often monitored by metrics of marketing
effectiveness, demonstrating whether our investments in communicating what
we have to offer are reaching our target audience. “Number of customer
profiles” may act as a suitable proxy for understanding customer needs as
we attempt to ferret out the eccentricities and peculiarities of our buyers.
Retention should not be complicated; just measure retention! Finally, deep-
ening relationships with our customers may be analyzed by using a measure
of cross-selling, an attempt to open our target base up to a broader range
of company offerings.

Innovation Measures

Joseph Tucci, CEO of information storage and management giant EMC,
has been quoted as saying: “Companies that are afraid to disrupt themselves
constantly end up being disrupted.”'? Disruption may take any number of
forms, including corporate change and strategic shifts, but in this context
we can apply the term to innovation—creating and supplying captivating
new products and services to distance yourself from your competition. Among
the myriad performance measures that may fit the bill under the heading
of innovation are “dollars spent on research and development,” “employee
hours on research and development,” “number of employee affinity groups,”
“number of new product joint ventures,” “number of new products or ser-
vices in the pipeline,” “number of new products or services introduced,” “new
product or service cycle time” (length of time from conception to introduc-
tion), “revenue from new products or services,” and “new product sales by
channel?”

Regulatory and Social Measures

Chief executives, especially those at the helm of large publicly traded com-
panies, must feel as if they have an enormous bull’s-eye stitched into the
backs of their tailored Italian suits. Watchdog groups apply intense scrutiny
to every facet of the executive world, from governance, to employee rela-
tions, to executive compensation. These days it’s not enough to simply
be a good corporate citizen; companies must make preemptive strikes,
demonstrating in crystal-clear fashion their pledge to strong governance,
adherence to regulatory and environmental standards, and commitment
to social causes. Prominent measures on a Balanced Scorecard, especially
if it is ultimately shared with external stakeholders, can help allay the dia-
tribes of rabid critics by clearly displaying the metrics being monitored and
actions taken in support of these vital issues. Among the measures that may
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be pursued in this arena are “compliance with environmental regulations,”
“number of audit findings,” and “employee volunteer hours.”

Exhibit 5.5 contains additional Internal Process measures for your con-
sideration. The indicators shown are quite generic. Your challenge is to
identify the unique processes that drive the customer value proposition
in your organization and define specific measures that tell your particu-
lar story. While all perspectives of the Scorecard will reveal some very
individual measures depending on the organization, it’s the Internal Process
perspective that normally contains the most one-of-a-kind indicators. You'll
also discover that unlike traditional performance management systems,
which focus on the incremental improvement of existing processes, the
Balanced Scorecard and corresponding measures in your Financial and
Customer perspectives may lead you to entirely new processes necessary
to achieve your strategic aims. Uncovering these “missing measurements,”
as Kaplan and Norton call them, is often one of the most gratifying aspects
of the Scorecard development process.

MEASURES FOR THE EMPLOYEE LEARNING
AND GROWTH PERSPECTIVE

Continuing the trend established with the previous three perspectives, we
will conduct our investigation of measures for the Employee Learning and

Exhibit 5.5 Internal Process Measures

* Average cost per transaction * Breakeven time

* On-time delivery

* Average lead time

* Inventory turnover

* Environmental emissions

* Research and development expense
e Community involvement

¢ Patents pending

* Average age of patents

* Ratio of new products to total offerings
* Stock-outs

¢ Labor utilization rates

* Response time to customer requests
* Defect percentage

* Rework

¢ Customer database availability

Cycle time improvement

Continuous improvement

Warranty claims

Lead user identification

Products and services in the pipeline
Internal rate of return on new projects
Waste reduction

Space utilization

Frequency of returned purchases
Downtime

Planning accuracy

Time to market of new products/services
New products introduced

Number of positive media stories
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Growth perspective using the three distinct areas of capital described in
Chapter Four: human, information, and organizational.

In case you are thinking of skimming this section, reasoning that Employee
Learning and Growth is just “soft stuff,” not worthy of getting your intel-
lectual hands dirty, think again. It may indeed be soft, but the results these
measures drive are as solid as a slab of granite. Need some evidence? David
Maister has chronicled the link between satisfied employees and financial
returns in his book Practice What You Preach.'! He was convinced that happy
employees really do drive financial success and set about to find the actual
proof. In 1999 he surveyed 5,500 employees of a large advertising and
media conglomerate who were dispersed among 139 offices in 15 countries.
His study found that a company could boost its financial performance by
as much as 42 percent by raising employee satisfaction by 20 percent.

Human Capital Measures

The late Peter Drucker suggested that any business can be as good as any
other business. The only distinction is how it develops its people. Here
are some suggestions for developing your most precious resource.

o Using core competencies to measure skill development. The term “core com-
petence” was coined by Gary Hamel and C. K. Prahalad in their immensely
successful book, Competing for the Future. Over time the phrase has evolved,
and now “core competence” can be described as “an attribute or behavior
that individual managers and employees must demonstrate to succeed at their
particular company”’'? The first step in the core competence process is
identifying the differentiating competencies you need to achieve your
strategy. Experts agree that the best way of doing this is to involve as
many people as possible from all levels of the organization. Focus groups
and interviews can be used to assess company needs and competence
gaps. If you haven’t gone through this “competence inventory” process,
it could represent a good first-year metric for your Scorecard. After all,
you can’t evaluate your current staff against desired skills until you've
cataloged those skills you deem as necessary to create a competitive
advantage. Once you do have an inventory of the skills your staff pos-
sesses and those required to execute your strategy, you can begin to attack
the delta between the two. “Strategic job coverage ratio” is a possible
metric for analyzing that gap over time.

o Using personal development planning to boost competence holders. Many orga-
nizations have introduced the idea of personal development planning
(PDP) to assist employees in generating goals. This is certainly an
admirable effort, but certain criteria must be stressed if PDPs are to
prove beneficial to the employee or the organization. The principal issue
is alignment to organizational strategic goals. The majority of personal
goals in the plan should help the employee influence the achievement
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of the company’s strategy. Goals in the plan should also be measurable
and include specific action steps. Once you've identified the core com-
petencies you need to be a leader in your industry and your employees
have developed plans that signal their contribution to your goals, you're
ready to begin measuring. Track the percentage of employees who meet
their PDP goals. Don’t make it an annual measure. To motivate action
on this important task, ask employees for quarterly or even monthly progress
updates.

o Measuring employee training. Virtually every company will have at least
one performance measure relating to employee training initiatives. And
why not, since through training the organization gets better-skilled work-
ers who are more versatile, while employees learn new skills and gain
new ways of seeing their work and how it affects overall success. As we
discussed earlier, the mistake most organizations make with training met-
rics is that they simply look at the raw amount of training offered: number
of training hours per employee, for example. For training to prove effec-
tive, it must be linked to organizational goals and objectives, and com-
panies should measure results of the training (i.e., the demonstration of
new behaviors or skills), not just attendance. You should also encour-
age trained employees to share their newfound knowledge with their peers
and networks in the company. Stephen Covey calls this “third-person
teaching” and suggests that it offers many benefits to both the student
and the teacher. For example, knowing you’ll have to share what you're
learning will motivate most people to pay greater attention and capture
more of the information they’re receiving. For those of you who are skep-
tical about the financial benefits of training, this example from Allstate
Insurance may change your mind. After the Northbrook, Illinois—based
insurance provider’s education department designed and implemented
an online Individual Retirement Account (IRA) products curriculum for
agents and support staff, the company discovered a significant corre-
lation between IRA accounts created and online training accessed. In
the first half of 2003, on average, agents who accessed an online course
called “Understanding IRAs” sold 55 percent more policies—a 29 per-
cent increase in production—than agents who had not accessed the
course.!3

o Employee productivity. Investing in competency development and per-
sonal development planning should yield results in the form of greater
productivity, and many organizations will measure just that. The prob-
lem with this measure, at least in its traditional form, is that it divides
firm revenue by the number of employees. It’s fairly easy to manipulate
this ratio by reducing the number of employees, outsourcing entire func-
tions, or increasing revenue in possibly unprofitable segments. As with
the financial metric of economic value added, you should attempt to
determine the value added per employee by deducting externally pur-
chased materials from your numerator.
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Information Capital Measures

Capabilities are a must for success in the new economy, but to achieve your
goals, employees must have access to certain physical and intangible tools
to get their jobs done. Let’s consider some of these tools and how we might
measure their impact on results.

o The instruments of business. A client I worked with recently was imple-
menting a technology solution for her Balanced Scorecard program.
Everything was going well until we found that a number of employees
in remote offsite locations didn’t all have computers on their desks; in
fact, some didn’t even have voice mail on their phones. They were still
relying on those little pink “While you were out” forms to receive mes-
sages. We could have developed Scorecards for them, but many benefits
of the program, such as real-time reporting and decision support, would
be very limited, given their technology-deprived state. This may sound
like an oversimplified performance measure, but you have to ensure
your employees have up-to-date and modern equipment if you hope to
compete in today’s economy.

o Access to information. For those associates fortunate enough to have the
necessary equipment, you need to make certain they can also retrieve
the right information. What percentage of customer-facing staff have
the ability to access detailed customer information within 30 seconds
of a customer interaction? You should determine what information is
critical to employee decision making and develop a performance mea-
sure that tracks the percentage of employees who have this information
available to them.

o Information capital readiness. As with human capital, to prove effective, infor-
mation and technology must be aligned with the organization’s strategy
to produce benefits. Therefore, monitoring “information capital readi-
ness,” an assessment of information technology (IT) capabilities versus
needs, will provide us with insights into where we must invest in order
to leverage technology as a competitive advantage.

Organizational Capital Measures

According to recent data gathered by the Gallup organization, less than
30 percent of American workers are fully engaged at work, while some 55
percent are not engaged. Another 19 percent are actively disengaged, mean-
ing not just that they are unhappy at work but that they regularly share
those feelings with colleagues.!* All the training and sharing of information
in the world will accomplish little if employees aren’t motivated to perform
their best or aligned with organizational goals. Here are some considera-
tions when measuring culture, motivation, and alignment.

o Employee satisfaction. Perhaps the most common Employee Learning and
Growth measure is the employee satisfaction rating. The vast majority
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of organizations attempt to take the pulse of their organizations through
annual surveys and use the findings to design better ways to do things.
At least that’s how it’s supposed to work. Unfortunately, many employees
feel the annual survey is a sham and waste of money with the results
gathering dust on a shelf and never acted on. Satisfaction is a very valu-
able metric, so ensure you use the data appropriately by swiftly acknowl-
edging areas requiring improvement and developing action steps to
improve them. You should also consider using the many technological
tools at your disposal to gauge the mood of your employees more fre-
quently. Corporate intranets and e-mail systems can be used to gather
teedback from employees semiannually or quarterly. Given the pace of
change in today’s environment, you need the most up-to-date infor-
mation from the front line if you expect to react quickly. Since surveys
are the typical tool of choice for rendering satisfaction information,
Exhibit 5.6 provides some helpful hints on design.

o Alignment. Your Scorecard should capture your strategy through the objec-
tives and measures that make up your individual story. Chapter Seven
describes how you can drive your high-level performance measures
throughout the entire organization using the process of cascading. In
the early stages of your Balanced Scorecard implementation, a good
alignment measure is simply the number of Scorecards produced within
the organization. Once the performance management discipline becomes
more mature, you can refine the measure by analyzing individual Score-
cards and assessing their “degree of alignment” (i.e., the percentage of
measures directly relating to your strategic goals). Obviously the target
should be 100 percent. This is a great way to perform a diagnostic check
on your cascaded Scorecards.

o Encourage healthy lifestyles. Experts suggest that over 50 percent of all
mortality is related to lifestyle choices. Many organizations will include
occupational health and safety measures in the Employee Learning and
Growth perspective, such as lost time accidents, workers’ compensation
claims, and injury frequency rates. However, enlightened companies
are moving beyond these lagging indicators and attempting to offer
employees an environment that facilitates and encourages them to
adopt better lifestyles. Organizations pursuing this “health promotion”
philosophy are attempting to create a win-win environment in which
employees take responsibility for their own well-being and employers
reap the benefits of lower lifestyle-related costs. And the bottom-line
results can be significant. The Coors Brewing Company found that it
got as much as a $6.15 return for every $1 invested in a corporate fit-
ness program. Companies including Equitable Life Assurance, General
Mills, and Motorola have all reported at least a $3 return for every dollar
invested.!® You can measure your health-promotion initiatives by track-
ing the number of employees who take advantage of the program or
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Exhibit 5.6 Creating Effective Surveys

Keep these points in mind when creating employee surveys:

* Ask questions related to observable behavior, not thoughts or motives. (This
allows respondents to draw on firsthand experience and not inference.)

* Measure only those behaviors that are linked to your organization’s performance.
(Awareness of your new cafeteria hours may be interesting, but is it relevant to
your results?)

* About one-third of questions should lead to a negative response. (This avoids
people’s natural tendency to agree to things.)

* Avoid questions that require rankings. (We tend to remember the first and last
things in a list, which may bias our answer to the question.)

* Make sure the survey can be completed within 20 minutes. (Everyone is busy.
Spending an hour to complete a 100-question survey may elicit a negative
response that shows up in the respondent’s answers.)

Source: Adapted from Palmer Morrel-Samuels, “Getting the Truth into Workplace
Surveys,” Harvard Business Review (February 2002): 111-118.

gauging employee attitudes regarding lifestyle choices. These measures
may also be considered leading indicators of other popular Employee
Learning and Growth measures such as absenteeism, morale, and pro-
ductivity per employee.

Exhibit 5.7 provides some additional Employee Learning and Growth mea-
sures you may consider for your Balanced Scorecard.

FINALIZING YOUR BALANCED SCORECARD MEASURES

At this point in your implementation, you will have developed a multitude
of potential measures in each of the Scorecard perspectives. Every one of
those metrics will have a fan in at least one member of your team. Your
challenge now is to cull the herd of possible measures down to the select
few that accurately and faithfully translated the objectives appearing on
your Strategy Map and capture the essence of your strategy. Let’s begin
our work by examining a number of criteria you can use to select the most
well-suited measures for your organization. We’ll then discuss how many
measures should appear on your Scorecard and ways to gain feedback from
both executives and employees.

Criteria for Selecting Performance Measures

One of the many benefits of the Balanced Scorecard is that it forces orga-
nizations to make difficult choices among a variety of alternatives. Choices
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Exhibit 5.7 Employee Learning and Growth Measures

* Employee participation in professional or ¢ Quality of work environment

trade associations * Internal communication rating

¢ Training investment per customer « Employee productivity

* Average years of service * Number of Scorecards produced

* Percentage of employees with advanced o
degrees

Health promotion

* Training hours
* Number of cross-trained employees Competency coverage ratio
o y COV i
* Absenteeism
* Personal goal achievement
* Turnover rate
* Timely completion of performance

* Employee suggestions appraisals

* Employee satisfaction * Leadership development

* Participation in stock ownership plans « Communication planning

* Lost-time accidents * Reportable accidents

* Value added per employee * Percentage of employees with computers

* Motivation index * Strategic information ratio

* Qutstanding number of applications for .
employment

Cross-functional assignments

* Knowledge management

* Diversity rates ) L
¢ Ethics violations

¢ Empowerment index (number of
managers)

regarding objectives, targets, and initiatives to achieve our targets must
all be deliberated on in developing a Scorecard that serves as the corner-
stone of our management system. Nowhere is the process of making hard
choices more evident than in the selection of performance measures. These
measures are really the centerpiece of the Scorecard system and will pro-
vide the point of reference and focus for the entire organization. Here are
several criteria that experience and research have proven to be effective in
helping you evaluate and pick your measures.

o Linked to strategy. This one gets the vote for most obvious, but its impor-
tance cannot be overstated. The Scorecard is a tool for translating strategy
into action through the objectives and measures that tell the story of
your strategy. Choosing performance measures that don’t have an impact
on your strategy can lead to confusion and lack of clarity as employees
devote precious resources to the pursuit of measures that don’t influ-
ence the firm’s overall goals. Having said that, you might have difticulty
finding a direct link from every measure to your strategy. Most businesses
will have a number of “diagnostic” performance measures that are impor-
tant to the day-to-day efficient functioning of the business but don’t seem
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to correspond directly to a strategy. We need to monitor these factors
to ensure that the organization remains in control and is able to respond
quickly to items that require immediate attention. While these indicators
are important, they are not necessarily strategic. Recall our discussion of
value propositions. An organization pursuing a customer-intimate strat-
egy will devote the majority of its efforts to providing total solutions to
customer needs through deep knowledge. This is the firm’s focus, but
it can’t ignore logistics issues (operational excellence) or product func-
tionality (product leadership). Maintaining threshold standards of perform-
ance in these areas may require the inclusion of performance measures
on the Scorecard.

® Quantitative. Scorecard practitioners often are tempted to include mea-
sures that rely on subjective evaluations of performance, such as rating
suppliers’ performances as “good,” “fair,” or “average.” Of course, the
principal issue with this approach is that 10 people rating the same sup-
plier may come up with completely different approaches and responses.
However, if the same supplier was evaluated on a percentage of on-time
deliveries, the results are objective and convey the same meaning to all
involved. Everyone knows what 10 percent connotes, but your defini-
tion of “average” and mine could vary significantly. If you're creative,
virtually all performance measures can be calculated mathematically. I
once worked with a medical services unit at a government agency. A key
performance metric was the distribution of trauma reports in a timely
fashion. The unit’s original measure was “reports issued.” In other words,
a simple yes or no would suffice as the indication of performance. With
a little tweaking we improved the measure by restating it as “the per-
centage of trauma report recipients receiving the document on time.”

o Accessibility. Kaplan and Norton often discuss the merits of “missing mea-
sures”— the performance measures you didn’t capture in the past that
came to light only as a result of the Balanced Scorecard development
process. Undoubtedly, new and innovative measures are a wonderful
benefit of the Scorecard; in fact, missing measures may signal that entire
value-creating processes are not currently being managed. However, I
caution you to avoid selecting “wish list” performance measures, the
type that require significant investments in I'T infrastructure to collect.
You’ll learn fairly quickly that you must be pragmatic when selecting
performance measures. One group I worked with recently developed a
Scorecard for their business unit that was considered by the group exec-
utive as the pride of the entire organization. But when it came time to
actually report the information, the data were completely uncollectable
without significant investments in technology. I'm not suggesting you
avoid new and innovative measures; just be sure to calculate the costs
and benefits of their collection. Data requirements are discussed later
in this chapter.
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o Easily understood. Your ultimate goal should be to create a Scorecard that
motivates action. It’s difficult to do so when your audience doesn’t grasp
the significance of the measures you've selected. At a glance, Scorecard
readers should be able to explain both the operational and strategic sig-
nificance of every measure. The desired direction of movement of the
measure should also be obvious. If your employees don’t know whether
a high value for the measure is good or bad, then you probably need
to rethink the measure.

e Counterbalanced. Let’s say you own a fast food restaurant and are inter-
ested in improving your customer satisfaction scores. As we all know,
these restaurants can become pretty crowded during peak hours, so you
decide to increase staff and lower prices. The increased staff should be
able to handle current and future demand created by your lower prices
and will drive increased satisfaction. However, what effect will lowering
prices and increasing staff have on your profitability? Unless the volume
spikes dramatically, chances are profitability will plummet since you've
increased your cost base and lowered your revenue. Some call this effect
“suboptimization” (i.e., the improvement of one or more measures at
the expense of others). While your Scorecard will require that you make
trade-offs and decisions regarding where to allocate resources, you don’t
want to create a situation in which focusing on certain measures actu-
ally hinders your ability to compete. In the case of our fast food establish-
ment, we would want to counterbalance our satisfaction rating with a
measure of “revenue per employee.” We need to ensure that despite our
lower price structure, the resulting volume and efficiencies from increased
staff are allowing us to maintain revenue targets.

¢ Relevant. The measures appearing on your Scorecard should accurately
depict the process or objective you're attempting to evaluate. A good test
is whether measure results are actionable or not. If some aspect of per-
formance failed, you should be able to recognize the significance of the
problem and be able to fix it. This issue is demonstrated through the
use of performance indices, which many organizations use on their
Scorecards. An index is a combination of several individual measures
combined in some way to result in a single overall indicator of perfor-
mance. Employee satisfaction may appear on your Scorecard as an index
of the weighted average performance of turnover, absenteeism, com-
plaints, and survey results. Indices are a great way to quickly depict a
number of performance variables in a single indicator, but they have
some inherent weaknesses. First of all, they may obscure results and limit
action. If turnover at your organization was at an all-time high but was
given a low weight in your employee satisfaction index, you may never
know there are problems, because the overall index could appear to be
on target. If key staff members are among those leaving the firm and
you haven’t mounted a response, you may soon pay a heavy price in other
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areas of performance as reflected on the Scorecard. Indices also frequently
fail to pass the “easily understood” criterion. A “logistics” index appearing
in the Internal Process perspective may contain valuable information but
be baffling to those outside of the supply chain side of the organization.

e Common definition. Your Scorecard will likely contain a number of eso-
teric performance measures, and that’s perfectly appropriate since it’s
your strategic story you're telling. However, problems occur when you
place measures on the Scorecard that are loosely defined or not defined
at all. On-time delivery may be a crucial metric, but what does “on-time”
mean? You must specify the precise meaning of your performance
measures and ensure you have agreement from your entire team. “Cus-
tomer satisfaction” could have a very different meaning for a team mem-
ber from Marketing than it does for someone from Finance. The process
of agreeing on measure definitions is yet another example of how the
Scorecard building process brings seemingly disparate functions
together as they work to ensure the measures capture a meaning that
allows all to contribute meaningfully to success.

Exhibit 5.8 provides a worksheet you can use to choose among the per-
formance measures you've gathered. List the measures under the appro-
priate perspective and rate each according to the criteria supplied. I would
suggest you rate each measure out of a possible 10 points on each of the
individual criteria. For example, if you were to measure economic value
added on your financial perspective, it may score a 10 for “accessibility,”
given the purely financial nature of the information. However, it could
warrant a 5 or under on “ease of understanding” since most employees
will probably not be familiar with the metric.

How Many Measures on Your Balanced Scorecard?

Clients often ask me how many measures to include on a Balanced Score-
card. As discussed with Strategy Maps, the interesting thing is that many
organizations are very concerned with creating too many measures but then
go ahead and do just that. Since I've been working in the performance
management arena I've witnessed a steady rise in the average number of
measures appearing on organizational Scorecards. Technology is a major
contributor to the volume of performance measures. Several years ago,
when organizations had few reporting choices, they were more or less forced
to minimize the number of measures they tracked. With the advent of func-
tionality-rich Scorecard software, companies now have the ability to track
literally hundreds or even thousands of measures throughout the organi-
zation. The question is: How many is too many? While no optimal or magic
number of measures exists, there are guidelines you should follow to ensure
that you have an appropriate number of measures for your organization.
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Most Scorecard practitioners and consultants have settled on a figure
of 20 to 25 measures as being appropriate for your highest-level Balanced
Scorecard. Benchmarking studies of Scorecard implementations across a
variety of industries have returned similar findings. Don’t be constrained
by these numbers, however. If you require 30 measures to describe your
strategy adequately, use that number. Similarly, if you can tell your story
in 15 measures, don’t add measures that do little more than pad the Score-
card. The other frequently asked question is whether the measures should
be equally dispersed across the four perspectives. Again, what matters most
is ensuring that the measures faithfully translate your objectives and describe
your strategy in a way that is transparent to anyone reading the Scorecard.

Creating a Performance Measure Data Dictionary

You have now evaluated all your measures and have selected a set you're
ready to share with your executive team and later your fellow employees
throughout the organization. But before you do that you need to catalog
them in a measure “data dictionary.” According to the dictionary defini-
tion of the word “dictionary,” it is a “book that lists . . . . the topics of a
subject.” That is precisely what you’re crafting in this step of the process—
a document that provides all users with a detailed examination of your
Balanced Scorecard measures, including a thorough list of measure char-
acteristics. Creating the measure data dictionary isn’t a very glamorous
task, but it is an important one. When you present your Balanced Score-
card to executives and employees, they will undoubtedly quiz you on the
background of each and every measure: “Why did you choose this mea-
surer” “Is it strategically significant?” “How do you calculate the measure?”
“Who is responsible for results?” The data dictionary provides the background
you need to quickly defend your measure choices and answer any questions
your audience has. Additionally, chronicling your measures in the data dic-
tionary provides your team with one last opportunity to ensure a common
understanding of measure details.

Exhibit 5.9 presents a template you can use to create your own measure
dictionary. You must complete four basic sections of the template:

1. Essential background material on the measure

2. Specific measure characteristics

3. Calculation and data specifications

4. Performance information relating to the measure

Let’s examine each of these sections in some detail, using the example pro-
vided in the exhibit.

Measure Background At a glance, readers should be able to determine
what this measure is all about and why it’s important for the organization
to track.
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o Perspective. Displays the perspective the measure falls under.

o Measure Number/Name. All performance measures should have a number
and name. The number is important should you later choose an auto-
mated reporting system. Many such systems require completely unique
names for each measure, and since you may track the same measures
at various locations or business units, you should supply a specific iden-
tifier. The measure name should be brief but descriptive. Software may
limit the number of characters you can use in the name field.

e Ouwner. The Balanced Scorecard transmits your key strategies for suc-
cess to the entire organization and also creates a climate of account-
ability for results. Central to the idea of accountability is the establish-
ment of owners for each and every measure. Simply put, the owner is
the individual responsible for results. Should the indicator’s performance
begin to decline, it’s the owner we look to for answers and a plan to bring
results back in line with expectations. Exhibit 5.9 lists a specific individ-
ual as the owner of the measure. However, some organizations feel more
comfortable assigning ownership to a function, not a person. They ratio-
nalize that while people may come and go, functions tend to remain,
and assigning the ownership to a function ensures the responsibilities
inherent in the task are not lost when a new person comes on board. This
argument has merits, but I recommend you use actual names rather than
functions. Seeing your name associated with the performance of a key
organizational measure tends to promote more action and accountability
than does seeing a job function.

o Strategy. Displays the specific strategy you believe the measure will
positively influence.

e Objective. Every measure was created as a translation of a specific objec-
tive. Use this space to identify the relevant objective.

o Description. After reading the measure name, most people will immedi-
ately jump to the measure description, and it is therefore possibly the
most important piece of information in the entire dictionary. Your chal-
lenge is to draft a description that concisely and accurately captures the
essence of the measure so that anyone reading it will be able to grasp
why the measure is critical to the organization. In our example we rapidly
learn that customer loyalty is based on a percentage, what that percen-
tage is derived from (survey questions), and why we believe the measure
will help us achieve our strategy of revenue growth (loyal customers buy
more and recommend our products).

Measure Characteristics This section captures the meat-and-potatoes

aspects of the measure you’ll need when you begin reporting results.

e Lag/Lead. Outline whether the measure is a core outcome indicator or a
performance driver. Remember that your Scorecard represents a hypoth-
esis of your strategy implementation. When you begin analyzing your
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results over time, you’ll want to test the relationships you believe exist
between your lag and lead measures.

e Frequency. How often do you plan to report performance on this mea-
sure? Most organizations have measures that report performance on a
daily, weekly, monthly, quarterly, semiannual, or annual basis. However,
I have seen other time frames, such as “school-year” for one government
agency. Attempt to limit the number of semiannual and annual measures
you use on your Scorecard. A measure that is only updated once a year
is of limited value when you use the Scorecard as a management tool
to make adjustments based on performance results.

o Unit Type. This characteristic identifies how the measure will be expressed.
Commonly used unit types include numbers, dollars, and percentages.

e Polarity. When assessing the performance of a measure, you need to know
whether high values reflect good or bad performance. In most cases this
is straightforward. We all know that higher income and customer loy-
alty is good, while a high value for complaints reflects performance that
requires improvement. However, in some cases the polarity issue can
prove quite challenging. Take the example of a public health organi-
zation. If it chooses to measure caseloads of social workers, will high
values be good or bad? A high number of cases per social worker may
suggest great efficiency and effectiveness on the part of individual work-
ers. Conversely, it could mean the social workers are juggling far too
many clients and providing mediocre service in an attempt to inflate
their caseload numbers. In cases like this you may want to institute a
dual polarity. For example, up to 25 cases per social worker may be con-
sidered good, but anything over 25 would be a cause for concern and
necessitate action.

Calculation and Data Specifications Information contained in this sec-
tion of the dictionary may be the most important yet most difficult to
gather. To begin reporting your measures, you need precise formulas, and
you must clearly identify sources of data.

e Formula. In the formula box, you should provide the specific elements
of the calculation for the performance measure.

¢ Data Source. Every measure must be derived from somewhere, as from
an existing management report, third-party vendor-supplied informa-
tion, customer databases, the general ledger, and the like. In this section
you should rigorously attempt to supply as detailed information as pos-
sible. If the information is sourced from a current report, what is the
report titled, and on what line number does the specific information
reside? Also, when can you access the data? If it’s based on your finan-
cial close process, what day of the month can you expect final numbers?
This information is important to your Scorecard reporting cycle since
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you’ll be relying on the schedules of others when producing your Score-
card. The more information you provide here, the easier it will be to
begin actually producing Balanced Scorecard reports with real data.
However, if you provide vague data sources or no information at all, you
will find it exceedingly difficult to report on the measure later. A warn-
ing: Spend the time you need to thoroughly complete this section. I have
seen a number of Scorecards proceed swiftly through the development
stage only to stall at the moment of reporting because the actual data
could not be identified or easily collected.

e Data Quality. Use this area of the template to comment on the condi-
tion of the data you expect to use when reporting Scorecard results. If
the data are produced automatically from a source system and can be
accessed easily, they can be considered “high.” If, however, you rely on
an analyst’s Word document that is in turn based on some other col-
league’s Access database numbers that emanate from an old legacy
system, you may consider the quality “low.” Assessing data quality is impor-
tant for a couple of reasons. Pragmatically, you need to know which
performance measures may present an issue when you begin reporting
your results. Knowing in advance what to expect will help you develop
strategies to ensure the data you need are produced in a timely and accu-
rate fashion. Data quality issues may also help direct resource questions
at your organization. As we discussed earlier, one of the benefits of the
Scorecard is in the “missing measures” it often helps you unearth. If the
information is truly critical to strategic success, then perhaps the orga-
nization should invest in systems to mine the data more effectively.

e Data Collector. In the first section of the template, we identified the
owner of the measure as that individual who is accountable for results.
Often this is not the person we would expect to provide the actual per-
formance data. In our example, G. Garfinkel the VP of Marketing, is
accountable for the performance of the measure, but Marketing Analyst
Sierra Burdette serves as the actual data contact.

Performance Information In the final section of the template we note
our current level of performance, suggest targets for the future, and out-
line specific initiatives we’ll use to achieve those targets.

e Baseline. Users of the Balanced Scorecard will be very interested in the
current level of performance for all measures. The baseline is critical
to the work of those tasked with developing targets.

e Target. Some of you may be saying right now, “At this point in the process
we haven’t set targets. That’s the next chapter. So what do we do here?”
Very true, we’ll cover targets in Chapter Six. However, some of your
measures may already have targets. Perhaps a goal of 15 percent return
on equity is clearly outlined in your latest analyst reports. Or lowering
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emission levels at your plants by 5 percent is legislated by your state
government. Wherever targets exist, use them now. For those measures
that don’t currently have targets, you can leave this section blank and
complete it once the targets have been finalized. List whatever targets
you have based on the frequency of the measure. In this example, I've
shown quarterly customer loyalty targets. Some organizations may find
it difficult to establish monthly or quarterly targets and instead opt for
an annual target, but track performance toward that end on a monthly
or quarterly basis.

o Target Rationale. As with the last measure, this will apply only to those
measures for which you currently have a performance target. The ratio-
nale provides users with background on how you arrived at the parti-
cular target(s). Did it come from an executive planning retreat? Is it an
incremental improvement based on historical results? Was it based on a
government mandate? For people to galvanize around the achievement
of a target, they need to know how it was developed and that, while it
may represent a stretch, it isn’t merely wishful thinking on the part of
overzealous executives.

o [Initiatives. At any given time, most organizations will have dozens of ini-
tiatives or projects swirling about. Often only those closest to the project
know anything about it, and possible synergies between initiatives are
never realized. The Scorecard provides you with a wonderful opportunity
to evaluate your initiatives in the context of their strategic significance.
If an initiative or project cannot be linked to the successful accomplish-
ment of your strategy, why is it being funded and pursued? Use this
section of the template to map current or anticipated initiatives to
specific performance measures. Chapter Six will return to the subject
of initiatives.

Gathering Employee Feedback on the Balanced Scorecard

Ultimately, you expect your Balanced Scorecard to provide information
that allows all employees to determine how their day-to-day actions link
to the organization’s strategic plan. Most experts will tell you that the exec-
utive of your organization must own the Balanced Scorecard if it is to be
effective in generating results. I don’t disagree but would add that while
executives may own the Scorecard, it’s the employees who must accept the
tool and be willing to use it if you hope to achieve any of the breakthroughs
this concept can bring. Your battle of Scorecard success will be fought and
won or lost on a day-to-day, decision-by-decision basis at the front lines
of commerce. I've mentioned the rise of human capital frequently through-
out this book. If you truly believe that employee knowledge makes the
difference in achieving organizational victory, do yourself an immense
favor and find out what employees think about your Scorecard before you
ask them to use it as a management tool.
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Here are three methods you can employ to capture what your employees
think about your Balanced Scorecard.

1. Conduct a Balanced Scorecard open house. The County of San Diego,
California, has instituted a wide-ranging performance management pro-
gram to better serve the citizens of this sixth most populated county
in the United States. It began by developing Balanced Scorecards for
the Health and Human Services agency (HHSA). With a budget of
over $1 billion and 5,000 employees, HHSA is larger than many cor-
porations. Given the diverse nature of services offered throughout the
agency, HHSA asked each of its program areas to develop Balanced
Scorecards that demonstrated how each successfully serves its cus-
tomers. A Balanced Scorecard implementation team made up of county
personnel and consultants worked with each program to develop
Scorecards over a four-month span. Once preliminary Scorecards were
built, the team looked for a way to share what had been developed
with all employees and gather their feedback. They decided to hold
what they termed “validation sessions.” Four sessions were held—two
in the morning and two in the afternoon. Upon entering the con-
ference room, participants were greeted by Scorecard implementation
staff and given a folder to hold the information they would gather
during the event. Each session was kicked off with a short presenta-
tion from the team leader, who provided an overview of the initiative,
benefits to be derived from performance management, and the work
that lay ahead. Once the presentation concluded, participants were
free to visit several booths manned by Scorecard team members. Each
booth featured a number of different Scorecards that the participants
could review and discuss with the team. A kiosk was also set up to
give employees the opportunity to take a test drive of the Scorecard
software that would be used to report results. Feedback forms were
distributed and participants were encouraged to provide their input.
The event was a great success since employees from across the agency
had the chance to participate in the evolution of performance mea-
sures and see how other groups within HHSA were measuring their
outcomes.

2. Use your intranet. Take advantage of the technology that currently exists
within your organization by broadcasting Scorecard updates over your
intranet. Establish a page on your internal Web that contains infor-
mation updates on Scorecard progress, performance management
presentations, quotes from executives on the value of the Balanced
Scorecard, and frequently asked questions. Once you have a draft
Scorecard, post it on the intranet and ask employees to send their
comments via e-mail to the Scorecard team. Or create a chat room or
blog and post all comments received on the Balanced Scorecard. It’s
always important to foster as much conversation about the Scorecard
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as you can since these informal exchanges may lead to breakthroughs
in knowledge. The intranet is a very efficient way of gathering feed-
back from a large number of people in a short period of time.

3. Hold management meetings or town halls. If you hold regular meetings
that bring together your entire management team, use that venue to
share the draft Scorecard. Devote time to providing Scorecard back-
ground, the methodology employed in building the Scorecard, and
what has been developed thus far. You should also prepare the audi-
ence for the challenges awaiting them, for example, developing their
own Balanced Scorecards and using the system to run their businesses.
Breakout sessions by business group are a good way to have managers
start thinking about the benefits the Balanced Scorecard will bring
to their group. During breakouts, specific business groups and depart-
ments will be able to assess how well the current Scorecard measures
capture their concerns and competitive advantages. Town hall meet-
ings can also be a great way to share what you've developed with a large
number of employees. You’ll undoubtedly have to schedule a number
of these sessions to ensure that everyone has the chance to participate.
The key to these sessions is to share information and gather feedback,
so ensure the dialog is not one-way but instead fosters communica-
tion between employees and the Scorecard team. Whether you conduct
management meetings or town halls, attempt to have an executive open
the meeting. This shows senior management support for the concept
and may help convince incredulous staffers that the Scorecard is in
fact here to stay.

DO PERFORMANCE MEASURES REMAIN THE SAME?

Before we end our discussion of performance measures, we must consider
the question of their longevity within the Balanced Scorecard. “Will we
have the chance to change our measures?” and “Should measures change?”
are two of the most frequent questions I hear once an organization has
launched a Balanced Scorecard program. Some people fear that once they
commit to measuring a certain element of performance, they’re obligated
to keep that measure as long as the Scorecard is in existence. That defi-
nitely is not the case.

The Balanced Scorecard is designed to be a dynamic tool, flexible and
capable of change as conditions warrant. Over time you can expect a number
of changes to take place within your measures. In the most extreme case
you may abandon a strategy you've pursued based on Scorecard results that
prove that much of your hypothesis was invalid. In that case you would
likely develop a new strategy for your organization and select new and cor-
responding objectives and measures that act as direct translations of the
new strategy. Even if you don’t completely renounce a current strategy, you
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should review your performance measures at least annually in conjunction
with your planning events (strategic planning, business planning, bud-
geting, etc.). Evaluate measures to ensure that they are still valid in light
of current and anticipated business conditions and that they can remain key
chapters in your strategic story.

Many organizations tend to make subtle changes to measures as they
gain experience with the Balanced Scorecard system. The method of cal-
culation may change to better capture the true essence of the event under
investigation, or the measure’s description may be enhanced to improve
employee understanding of its operational and strategic significance. You
may also change the frequency with which you collect performance data.
For example, you may have attempted to track employee satisfaction
monthly, but the logistics of gathering the data simply proved too chal-
lenging. In that case you wouldn’t forsake this important indicator; rather
you would simply change the reporting period to something more amenable
to measurement. Changing your performance measures is yet another way
to tap into the collective knowledge of your organization. Be sure to adver-
tise the fact that you're about to consider measure changes for the coming
fiscal year, and give the entire employee base the opportunity to provide
feedback regarding beneficial adjustments.

The caveat regarding such changes is this: Don’t alter your measures simply
because you don’t like the current crop or the results aren’t what you expected.
The Balanced Scorecard is about learning: learning about your strategy,
learning about the assumptions you’ve made to win in your marketplace,
and learning about the value proposition you've put forth. Sometimes you
won’t enjoy what your measures are telling you, but don’t simply treat these
alterations from plan as defects. Instead use them to question and learn
about your business.

KEEP IN MIND

e Measures are quantifiable (normally, but not always) standards used to
evaluate and communicate performance against expected results.

e The Balanced Scorecard should contain a mix of lagging and leading
indicators of performance. Lagging indicators represent the conse-
quences of actions previously taken, while leading indicators drive, or
lead to, the results achieved in lagging indicators. As an example, absen-
teeism may be considered a leading indicator of employee satisfaction.

e Strategy Maps are comprised of objectives, concise statements of what
we must do well in each perspective to execute the strategy. But how do
we know if we are achieving the objectives that appear on the Strategy
Map? Performance measures provide the answer by allowing us to gauge
our progress. The measures we choose should be directly translated from
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the objectives that make up our map, which in turn were directly trans-
lated from our strategy.

Creating a Balanced Scorecard of performance measures requires making
difficult choices among a vast number of possible metrics. Fortunately,
there are a number of criteria you can employ to assist you in making
your decision. Scorecard measures should be linked to your strategy,
quantitative, accessible, easily understood, counterbalanced, relevant, and
based on a definition shared by all involved. Each potential measure should
be evaluated in the context of all criteria to determine which will be included
in your Scorecard.

As the Balanced Scorecard methodology continues to gain prominence,
the number of measures tracked by most organizations has increased
steadily. The advent of functionality-laden software, which facilitates the
tracking of thousands of measures, has contributed greatly to the pro-
liferation in the number of measures. The key in determining the appro-
priate number of measures for your Scorecard lies in their ability to
coherently and completely capture your strategic story. Some organi-
zations may require as few as 12 measures, while others will require 25
or more. Research of Scorecard practitioners across a variety of orga-
nizations has revealed most use between 20 and 25 measures for their
highest-level organizational Scorecards.

Performance measure data dictionaries chronicle all relevant aspects of
your indicators, allowing everyone to learn, at a glance, the nature and
specifics of your measures. Create a dictionary that includes, for each
measure: background, characteristics, calculation and data elements, and
performance information.

If the Balanced Scorecard is to gain traction at your organization, your
entire group of employees must understand the tool and be involved
in its development if they are to be expected to use it as a management
tool. Open houses, your intranet, and town hall meetings are all meth-
ods you can use to gather Balanced Scorecard input from your employees.

Measures on the Balanced Scorecard will evolve and change over time.
Change may come in the form of entirely new strategic directions that
require corresponding measures, or could be more subtle. Organizations
will often adjust measure descriptions, methods of calculation, or fre-
quency of collection as the performance management system advances
in maturity.
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CHAPTER 6

Setting Targets and
Prioritizing Initiatives

Roadmap for Chapter Six When we began our Balanced Scorecard jour-
ney, I described this tool as three things: measurement system, strategic
management system, and communication tool. This chapter provides the
final pieces you require to create your Balanced Scorecard measurement
system and communication tool: setting targets and prioritizing initiatives.
It also lays the foundation for our next challenge: instituting the Balanced
Scorecard as the cornerstone of your managerial processes.

The strong human desire to meet a predetermined goal has been with
us from time immemorial. Many centuries ago Seneca said, “If a man knows
not what harbor he seeks, any wind is the right wind” Oliver Wendell Holmes
weighed in on the subject with this piece of wisdom: “The great thing in this
world is not so much where we are, but in what direction we are moving.” Seneca
and Holmes were erudite gentlemen, but their advice can’t compete with
this pearl from that wisest of all sages, Yogi Berra: “If you don’t know where
you are going, you might wind up someplace else.” Although these quotes rep-
resent vastly different times, places, and perspectives, what they have in
common is the focus on a future destination, in other words, a target. Bal-
anced Scorecards need performance targets to fully tell your strategic story.
Without a corresponding target, your performance data lack the feedback
necessary for analysis and decision making.

This chapter examines the critical role of targets in the Balanced Score-
card. Organizations may pursue different types of targets associated with
specific time frames. We will look at three possible target time frames you
may use with your Balanced Scorecard, as well as supporting organizational
elements to ensure they motivate the right performance. Because setting
targets can prove to be a challenging endeavor, we provide several sources
of target information to help you complete this task. As with performance
measures, your targets should be subject to a formal review process. We
also consider some techniques you can employ to ensure that your targets
receive appropriate feedback.

Initiatives describe specifically how a performance target will be met:
the action steps, processes, projects, and plans that will bring the targets
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to life. At any given time, most organizations will be pursuing a multitude
of different initiatives. The vital consideration is whether the initiatives
are helping you meet your strategic goals or not. We’ll examine organiza-
tional initiatives in the context of the Balanced Scorecard, and I'll describe
a four-step process for ensuring that you have the right initiatives in place
to support the achievement of your strategy.

EVERY BALANCED SCORECARD NEEDS TARGETS

Like many people I enjoy playing golf. The game cast its spell on me when
I was sixteen and I've been a hopelessly optimistic hacker ever since. Mark
Twain called golf, “a good walk spoiled” but I can’t get enough of it. When
I started thinking about how to begin this chapter my mind wandered to
the golf course—I'm not sure if that was a flash of brilliance or a futile
attempt at distraction! Either way it produced an insight. Imagine play-
ing a round of golf without flags and holes. At what would you aim? How
far would you try and hit the ball, and in what direction? I suppose you could
step up to the first tee box, place your ball on a tee and wail away. Wher-
ever the ball landed would be good enough and you could go on to the next
hole—maybe even with a smile on your face. But how do you know if your
game is getting any better, what is the standard? Flags, and the holes in
which they’re placed, provide us with something to aim at, something on
which we can place our attention and unwavering focus. By aiming at the
flag and counting the strokes to put the ball in the hole we have a means
of judging our performance against a predetermined standard, called par.
And we love the challenge of attempting to “make par.” Of course we humans
have always had a desire to meet our goals and succeed. Cultures around
the globe, including ancient Peruvians and Egyptians, believed that writing
out a goal in advance would help ensure a positive outcome. On the walls
of caves they painted pictures representing their goals.

We’ve come a long way from drawing on cave walls, but our desire to
succeed by meeting a challenge has remained the same. Like a golf course
without flags or holes, the Balanced Scorecard is incomplete without a set
of targets to motivate and inspire breakthrough performance. Targets make
the results derived from measurement meaningful and tell us whether
we're doing a good job. An on-time delivery percentage of 65 percent really
doesn’t tell us much unless we consider that performance in the light of
our desired results. Only by combining our actual performance with a
target does this feedback become meaningful. Our on-time delivery rate
of 65 percent takes on a lot more relevance when we learn that the indus-
try standard is 80 percent and our chief competitors all have percentages
hovering in the high 70s. Armed with this knowledge, we see that our rate
requires improvement if we are to compete effectively in the marketplace.
We might now set an aggressive target of 85 percent on-time delivery for
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the coming year. As performance data accumulate, they are now imbued
with meaning in the context of the target, and we can evaluate trends and
make decisions regarding how to make certain we meet or exceed that target.
Predicting future results is also facilitated by monitoring our results as com-
pared to the target. And finally, accountability is fostered by assigning own-
ership for results to an individual responsible for achieving the target.

Using performance targets is a standard and accepted procedure among
Balanced Scorecard practitioners. One study found that 93 percent of
respondents “employed quantitative goals that have been directly aligned with
Scorecard measures”! In case you're wondering why it wasn’t 100 percent,
some organizations will use targets of a subjective nature, ratings such as
“fair” or “average,” for example. As we discussed in Chapter Five, this prac-
tice should be avoided whenever possible; it is always preferable to apply
a quantitative standard in order to maximize objectivity.

Different Types of Targets

Actarget can be defined as a quantitative representation of the performance
measure at some point in the future, that is, as our desired future level of
performance. The word “future” is key to the notion of targets. When devel-
oping targets. we can choose to evaluate performance against a goal just
for this month, quarter, or year, or we could develop a longer-term aspi-
ration requiring additional effort and performance. In this section we’ll
examine three types of targets, each associated with a different time frame.

Long-term Targets: Big Hairy Audacious Goals (BHAGs)

On May 25, 1961, President Kennedy made this bold proclamation: “This
nation should commat itself to achieving the goal, before this decade is out, of land-
ing a man on the moon and returning him safely to earth”? This statement
represents the best essence of a big hairy audacious goal, or BHAG. Built
to Last authors Jim Collins and Jerry Porras coined this term to describe
the seemingly outrageous goals that organizations establish as powerful
mechanisms to stimulate progress.3

The idea behind a BHAG is that it will dramatically shake up an orga-
nization by throwing at it a monumental challenge that cannot be achieved
through business-as-usual operations, but will instead require tremendous
effort. BHAGsS, as evidenced by their dramatic challenges, are necessarily
long-term goals with a clear and compelling finish line toward which all
energies can be focused. Most BHAGs take between 10 and 30 years to
accomplish. The long time frame serves two purposes. First, a worthy BHAG
is unlikely to be met in a year or two. The extreme challenge it represents
will take many years to conquer. Second, an extended time horizon ensures
executives do not sacrifice long-term results for the sake of achieving a short-
term goal.
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With increasing frequency, public sector and nonprofit organizations are
turning to BHAGs in an effort to stimulate progress on long-standing soci-
etal ills. For example, the American Heart Association recently announced
its “impact” goal of reducing coronary heart disease, stroke, and key risk
factors by 25 percent by the year 2010. Making the challenge all the more
formidable is the fact that this goal covers the entire U.S. population, not
a small control group. CEO M. Cass Wheeler suggests the goal will be
achieved in part by holding the organization’s feet to the fire with a set
of strong performance measures, such as the rates of coronary heart dis-
ease, stroke, uncontrolled high blood pressure, obesity growth, diabetes
growth, the prevalence of tobacco use, high cholesterol, and physical activ-
ity.* In Canada, the federal government recently announced a wide range
of long-term targets aligned with closing the gap in the quality of life
between native Canadians and the rest of the population. Among the goals
to which the government has held itself accountable are reducing infant
mortality, youth suicide, childhood obesity, and diabetes by 50 percent in 10
years and closing the educational gap so that by 2016, the high school grad-
uation rate for aboriginal students will equal that of other Canadian students.?

Midrange Targets: Stretch Goals

Whereas BHAGs reach out and grab the entire organization, serving as a
unifying focal point for one immense goal, stretch targets normally apply
to a wider variety of activities. Essentially, we're taking the BHAG and break-
ing it down into its component parts. Stretch targets are set three to five
years in the future. Although they are not quite as dramatic or outrageous
as BHAGs, they do represent discontinuous operations. Moving customer
loyalty from 40 percent to 75 percent over a three-year period would con-
stitute a stretch target, as would doubling stock price or inventory turnover.

Consider the story of Honeywell. In the mid-1990s when Michael Bon-
signore assumed the role of CEO, he faced a very difficult situation. Business
Week magazine warned that investors were becoming impatient and the
board was upping pressure to show results. Lackluster financial numbers
put major demands on the new CEO to right the ship. One of Bonsignore’s
first acts was to establish a powerful stretch target of achieving $10 bil-
lion in annual revenue by the year 2000, a remarkable goal for a company
that hadn’t produced much more than $6 billion in over a decade. Bonsig-
nore later recalled, “I wanted to send a very strong signal to the organization.
We were gonna do something different or die trying”® Despite initial resistance
by Honeywell executives, the organization eventually rallied around the
target and set about to achieve it. By 1999 Honeywell had achieved sales
of $9.9 billion. The establishment of a powerful stretch target helped orches-
trate this impressive turnaround.

One of the best pieces of self-help advice I have ever received was this:
“Whatever you focus on expands.” Think about that for a moment, recalling times
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in your life when you had a single-minded determination to achieve some-
thing. Better yet, start living it today, focusing intently and sending positive
energy toward what you want in your life. The principle is similar within
organizations: The goals we set reflect our energy and our focus. Business
guru Michael Hammer suggests, “Your reach should exceed your grasp. If you
set modest goals, yow'll never do anything but perform modestly.”” As we all know,
in this age of hypercompetition, modest performance is a sure ticket to being
steamrolled by our competitors.

Short Term: Incremental Targets

We all know that a journey of 1,000 miles begins with a single step. So it
is with the incremental performance target. For each of the measures on
the Balanced Scorecard, these goals are normally established on an annual
basis. They provide a quantitative goal for our measures and allow us to
gauge our progress toward stretch goals and ultimately BHAGs. Incre-
mental targets act as an early warning system, providing timely feedback
relating to the achievement of our desired future state as represented in
stretch targets and BHAGs. Most organizations use annual targets; how-
ever, greater benefits can be derived by aligning targets with the reporting
frequency of performance measures. For example, you may wish to mea-
sure “market share” on a quarterly basis. Your target for the year is 50 per-
cent, but you may be able to break that down to 40 percent for the first
quarter, 44 percent in the second, 48 percent in the third, and, finally, 50
percent at year-end. Having targets for each of the quarters endows actual
results with more meaning for decision making since you can now make
valid comparisons between actual and targeted results.

Are All Three Target Types Necessary?

Based on our discussion in the last section, we see that the three classes
of targets can work together in shaping an organization’s future. BHAGs
set the desired long-range future vision, which is then decomposed into
a number of stretch goals. Feedback on the attainment of stretch goals is
received by analyzing performance results in the short term. Ideally, you
should construct targets relating to each time period. However, in prac-
tice, this is infrequently done, at least during the early stages of a Score-
card implementation. Just establishing incremental performance targets
often proves to be a significant challenge, especially considering the fact
that a number of performance measures may be brand new with little in
the way of baseline data to support a logical target. Here are some items
to consider when establishing each type of target.

o BHAGs need organizational support systems. Achieving a BHAG will take many,
many years, possibly even decades. One sure-fire way to derail a BHAG
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is to put in place management systems that not only don’t support the
achievement of the BHAG but actively work against it. Compensating exec-
utives on short-term profit while simultaneously pursuing a BHAG of
revolutionary long-term growth is a contradiction that will ensure the
latter goal is never reached. To help organizations reach the lofty realms
of their BHAGs, author Jim Collins describes “catalytic mechanisms”
as the link between performance and objectives. Catalytic mechanisms
“transform lofty aspirations into concrete reality. They make big, hairy, auda-
cious goals reachable”’® Collins uses the example of 3M, which urged its
scientists to spend 15 percent of their time experimenting and invent-
ing in the area of their own choice. This mechanism was designed to
ensure that innovation and creativity remain the hallmark of 3M.

o Make stretch targets realistic. While seemingly outlandish claims and goals
that seek to galvanize an organization are the domain of the BHAG,
stretch targets must be firmly rooted in reality to be accepted. Imagine
hiring a personal trainer to help you achieve your fitness goals. After
one workout together your brawny teacher notes, “Someday you could
compete in the Olympics.” You feel pretty good about that until the
teacher then says: “So tomorrow we’re going to get you ready by lifting
400 pounds over your head 10 times.” Unless you're a trained weight-
lifter, that goal clearly isn’t rooted in reality. Rather than motivating you,
it may deter you from even showing up at the next session. Unfortu-
nately, many organizational stretch targets seem to be chosen with as
little rigor as our hypothetical example. Achieving zero manufacturing
defects in one month or doubling net earnings in six months is equally
unrealistic. Even if employees are somehow motivated to achieve such
goals, they are often ill-equipped to do so since they lack the knowl-
edge, tools, and means necessary to produce. For stretch targets to prove
effective, they must motivate employees while at the same time being
grounded in reality. Additionally, as with BHAGs, you must put in place
management systems that complement the achievement of your stretch
targets.

o Let the games begin—incremental performance targets. Increment means
“added amount.” When organizations create targets of this nature that
is very often what they do: add (or subtract) a small amount to the pre-
vious year’s number: Increase sales by 5 percent, lower supplies expense
by 10 percent. The question is: What is an appropriate number to add
or deduct? Some managers become very adept at developing targets
they camouflage as stretch when in fact they know very well they can
achieve them with a minimum of effort. This can be very dangerous; it
may appear from inside that the organization is attempting to improve
continuously, when in fact it’s merely a charade and competitors are improv-
ing at a much quicker rate. All targets on the Balanced Scorecard should
be subject to a rigorous review process to ensure that the numbers suggested
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are in fact meaningful targets which represent significant effort to achieve.
Rather than accepting targets at face value, managers and executives must
quiz the target setter, questioning her assumptions, generating alternatives,
and generally determining that the target is the result of careful analysis,
not meticulous game playing.

Not every measure on your Scorecard will have an associated big hairy
audacious goal. That would prove nearly impossible to manage and could
lead to a diffusion of priorities throughout the organization. However, you
should attempt to develop stretch targets for each of your measures. These
stretch targets will play an important role when you link the Balanced
Scorecard to your organization’s budgeting process (discussed in Chapter
Eight). Of course, incremental targets should also form a part of your Score-
card. For every measure, you must form a picture of where you want to be
in three to five years and the incremental steps you’ll take to get there.

Sources of Target Information

Many organizations have serious difficulty in developing targets for their
measures. In certain cases managers appear hesitant to commit themselves
to an actual target they will be bound to honor and judged against. With
coaching, positive feedback, and the passage of time, this reluctance may
be overcome. Often, however, it is not managerial apathy that precludes
the development of targets but simply the fact that because the measure
is brand new, there is no baseline to work from; or a lack of potential sources
of target information might hold people back. You can find information
that will help you create targets for your particular measures in a number
of places.

o Employees. You should never forget that those closest to the action are
in the best position to provide information on what it takes to exceed
stakeholder expectations. No matter what type of business you're in, your
employees have a unique glimpse into the customer experiences and
internal processes that drive value throughout the organization. Involv-
ing employees in target setting will also help increase buy-in and support
for the Balanced Scorecard as a management tool.

o Tiends and baselines. A trend analysis or other statistical technique will
help you establish a baseline projection if past data exist. You can use
these baseline data to help you predict future levels of performance
under conditions similar to those experienced in the past. That’s a key
point. If your organization or industry is subject to increasing levels of
volatility, incremental improvement from previous baselines may not be
enough to sustain profitable performance. Trends work best when you're
in a period of relative stability.
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o Executive interviews. When you met with your executives earlier in the
process, they may have shared what they felt was a required level of
performance to achieve success. Similarly, your executive workshops,
conducted throughout the process of developing a Scorecard, will likely
yield potential Scorecard targets.

o Internal/external assessments. If you’ve recently gone through any kind of
strategic planning process, you’ve undoubtedly conducted an assessment
of strengths, weaknesses, opportunities, and threats (SWOT). Informa-
tion from these assessments will help you determine appropriate targets
to maximize opportunities and minimize threats.

o Feedback from customers and other stakeholders. Expectations from these
important groups may yield information you can use when establishing
performance targets. Customers may have explicit or implicit standards
to which they expect all vendors to adhere. Involving stakeholders in the
target-setting process also demonstrates your commitment to working
with everyone involved with your enterprise to produce mutually ben-
eficial results. Recall our earlier discussion of customers rating your
performance on the Internet. Don’t miss this opportunity to engage your
customers in a dialog about what constitutes great performance in their
minds.

o Industry averages. A number of credible agencies monitor the perform-
ance of virtually all industries. J. D. Power and Associates comes to mind
for the automobile industry. Your organization is most likely affiliated
with some industry or trade association that may have valuable infor-
mation regarding performance across your industry on selected metrics.
Be careful to ensure any data you use are consistent with your methodol-
ogy for measurement. Many organizations follow vastly different methods
of calculating even the most common performance measures.

o Benchmarking. Examining best-in-class organizations and attempting to
emulate their results is effective—to a point. It’s very important to try
to achieve the same level of success as the star performers in your indus-
try, but benchmarking has a downside as well. First of all, most organi-
zations will simply focus on one element of operations when conducting
a benchmarking study: perhaps innovation processes, month-end closing
processes, or call center operations. The problem with this approach is
that the best-in-class company you’re studying probably has a number
of different activities it combines to drive a unique mix of value for cus-
tomers (the essence of strategy, as espoused by Michael Porter). Copying
just one element of this formula may lead to isolated improvements but
fail to bring about breakthrough financial performance. Additionally,
the organizations you review may have different customers, processes,
and resources. Perhaps they allocate significant human and financial
resources to the process under the microscope, and that’s what accounts
for their success.
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Gaining Approval for Your Targets

Your executive team should own the responsibility for approving the tar-
gets appearing on your highest-level Balanced Scorecard. Ultimately, it’s
the executives who own this tool, and they must feel that the goals on the
Scorecard represent exceptional performance, which will require great
effort and collaboration to successfully accomplish. Approving targets is
yet another opportunity for your senior team to break out of functional
silos and demonstrate how their particular role in the organization con-
tributes to overall success. The team must ensure the targets displayed on
the Scorecard will combine to produce the breakthrough financial results
they anticipate. If the VP of Manufacturing commits to tremendous gains
in supply-chain activities and the VP of Sales extends a willingness to pro-
duce unheard-of sales increases, you would expect a correspondingly high
target from the chief financial officer. Again, each part of the Scorecard
and each member of the senior management team is part of the larger system,
the greater whole that is made stronger through the power of relationships.

Chapter Five noted the importance of gathering employee feedback on
your performance measures. While employees don’t have approval on
highest-level Scorecard targets, they must have the opportunity to review
them and provide feedback. The last thing you want is for employees to
perceive your targets as edicts issued from on high with no regard to the
toll they will exact on those who have to do the actual work. Employee con-
cerns regarding targets, their viability, and likelihood of success should
be captured and fed back to senior management. Even if executive team
members decide that a controversial target must remain in the Scorecard
to produce desired results, they can use the opportunity to communicate
their decision to staff and explain why the inclusion of this particular target
is critical. To win at this Balanced Scorecard game, you must take advan-
tage of every single opportunity to educate, communicate, and motivate your
staff.

PRIORITIZING ORGANIZATIONAL INITIATIVES

By this point you have developed a Strategy Map of objectives and a Bal-
anced Scorecard of measures telling the story of your strategy, and you have
populated the model with targets that will lead you to unparalleled suc-
cess. But you're not finished yet. The last piece in the puzzle of using the
Balanced Scorecard as a measurement system is the development and pri-
oritization of initiatives that will help you achieve your targets. Initiatives
are the specific programs, activities, projects, or actions you’ll embark on
to help ensure you meet or exceed your performance targets. The target
is your “end in mind” for the performance measure, and to get there, you
need to determine what investments you must make in initiatives to guar-
antee a positive outcome.
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If yours is like most organizations, there will be no shortage of initiatives
under way at any given time. Employee engagement, customer relation-
ship management, facilities upgrades, growth initiatives, and infrastructure
modernization are all examples of the myriad projects that could be swirling
about your organization right now. The interesting thing about most orga-
nizational initiatives is the broad spectrum of disciplines and processes they
intend to influence. Besides their wide variety of focal points, they’re prob-
ably each sponsored by a different manager or executive and executed with
independent human and financial resources. The question of interest to
us is this: Are they strategic in nature? Every initiative at your organiza-
tion will undoubtedly drive local improvements in the area it is focused
on improving. If not, chances are that it would not have been sponsored.
But are the improvements you’ll derive actually leading to the fulfill-
ment of your Balanced Scorecard targets and hence your strategy? A crit-
ical examination of your current initiatives may yield interesting insights.
You may find that you simultaneously have too many initiatives and too
few!? An abundant number of projects gaining support may not be geared
toward any specific element of your strategy, while concurrently the actions
you need to take in order to achieve your Scorecard targets may not be
represented with a single initiative.

When developing your Balanced Scorecard, you undoubtedly developed
many performance measures that had never been considered before at your
organization. This is particularly the case with the leading indicators of
success, the drivers of future financial performance. Your performance-
driving lead measures are the unique ingredients of your recipe for success
and are not easily duplicated by competitors. If the measures themselves
are new, then it’s a sound bet that no initiatives are currently under con-
sideration to ensure their success. Every original metric you uncover could
mean you have a corresponding strategic process not being managed or
not being managed effectively. A value proposition of customer intimacy,
for example, necessitates processes ensuring deep customer knowledge
housed within the Internal Process perspective of the Scorecard. If, upon
examination, you have developed innovative new measures for capturing
customer knowledge but not the associated activities or processes to sup-
port them, you really have no way to meet your targeted expectations.
Doing so will require launching explicit initiatives that support the new
managerial processes and measurements. Let’s look at a method you can
use to ensure that you have the right initiatives in place to support your
Scorecard measures.

Ensuring the Right Initiatives Are in Place

In case you need a little incentive to complete your trek through this ard-
uous terrain of initiative prioritization, here’s a metaphorical carrot.
Establishing the initiatives that truly provide support in your pursuit of



Irmgn.ir

Prioritizing Organizational Initiatives 189

strategic goals is one of the best and easiest ways to gain a quick economic
payback from a Balanced Scorecard implementation. Think about it: You've
probably got dozens of initiatives competing for scarce human resources,
even more scarce financial resources, and the ultimate in scarce resources,
the time and attention of senior management. Projects that aren’t help-
ing you achieve your strategy are not only counterproductive; the excess
use of human and financial capital could be causing you to lose ground
to your competitors. Eliminating nonstrategic initiatives by using the laser-
like lens of the Balanced Scorecard will quickly free up valuable resources
that can be funneled into projects that create real value and lead to com-
petitive advantage.

Four steps will lead us to the promised land of prioritized strategic ini-
tiatives:

1. Perform an inventory of all current initiatives taking place within the
organization right now.

2. Map those initiatives to the objectives of our Strategy Map.

3. Seriously consider eliminating nonstrategic initiatives, and develop
missing initiatives.
4. Prioritize the remaining initiatives.

Let’s consider each of these steps in more detail.

Developing an Inventory of Current Initiatives

To make an informed decision regarding which initiatives are strategic and
which aren’t, you must first gather information on all projects currently
under way throughout the organization. This will mean searching under
a lot of rocks, because you may find initiatives in every corner of the orga-
nization. Your executive team should be able to provide excellent input
on current initiatives, since each project most likely has an executive spon-
sor. Managers and specific department heads will also be aware of current
initiatives that affect them. Your strategic planning department may keep
a detailed listing of all projects taking place at any given time, and such
a document will prove invaluable to you. Finally, the finance staff will most
likely be keeping tabs on project-related costs and be able to provide you
with a roster of current initiatives. To aid in the decision-making process
that will follow, ensure that you have the initiative’s name, the objective
to be achieved from the project, projected costs, any discounted cash flow
analysis performed, anticipated timeline, and names of people involved.

Mapping Initiatives to Your Strategic Objectives

Armed with an exhaustive accounting of the initiatives currently under way,
you're now ready to map those projects to the objectives you've identified
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in each of the four perspectives of your Strategy Map. It sounds easy
enough: Take an initiative and look at it in the context of each objective.
If it contributes to the achievement of an objective you mark it as such. If
it doesn’t you, leave that grid empty. However, simply evaluating the ini-
tiative based on its name may be problematic. Perhaps the title doesn’t
reflect the true nature of the tasks being undertaken, or perhaps ancillary
activities do in fact support strategic objectives. Perform an appropriate
amount of due diligence when completing this step. The first thing to do
is determine specifically what you classify as “strategic.” Every organiza-
tion should have a definition of this term. Carefully review the information
you gathered during your inventory step to ensure you have an adequate
understanding of the true goals of each and every initiative. Speak to the
sponsors, project team members, and those affected by the initiative to
ensure that you've determined its full scope of activities and potential
results. Each initiative should include supporting documentation to assist
you in making this important decision. Those initiatives that are not for-
tified with critical information such as linkage to strategy, resource require-
ments, and net present value analysis are prime candidates for elimination
in our next step. It will be very difficult to avoid having a little subjectivity
creep into your analysis, but as we’ve discussed, strategy is messy busi-
ness and often considered as much an art as a science. Exhibit 6.1 displays
a template that will assist you in identifying which initiatives map to specific
objectives. List your strategic objectives as they appear on your Strategy
Map on the left side of the document. The upper portion of the template
provides space to record your initiatives. In our example only one initia-
tive, ‘facilities beautification’ cannot be directly linked to a strategic objective
on the Strategy Map.

Eliminating Nonstrategic Initiatives
and Developing Missing Initiatives

After thoughtfully judging the strategic value of each initiative, you must
give serious consideration to canceling or reducing in scope those that do
not contribute to the achievement of your strategy. Again, this is easier
said than done. Every initiative will have a number of ardent supporters
throughout the company who will most likely resist any attempts to destroy
what they’ve built. Not only are resources on the line here, but relation-
ships and perceived power are as well. The diplomatic skills of your
Balanced Scorecard executive sponsor will be called into action during this
step. Before simply abandoning those initiatives that don’t appear to add
strategic value, dig a little deeper and investigate the possibility of con-
solidating projects that, taken individually, don’t lead to the fulfillment
of strategy but, when combined with others, have synergistic possibilities
that could translate to strategic breakthroughs. Should you require new
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initiatives to fill the void created by new performance measures, develop
them on a solid foundation. Ensure that there is: an executive willing to
sponsor the new initiative, clearly defined plans and project scope, a legit-
imate budget, and the commitment of resources necessary to successfully
complete the initiative. Exhibit 6.2 provides a template outlining the attrib-
utes and fields you should consider when documenting any new initiatives.

Prioritize Strategic Initiatives

Now that you have a definite number of initiatives you consider strategic,
you must rank them in order to make resource allocation decisions (assum-
ing you don’t have unlimited financial and human resources). Chapter
Eight discusses the role of initiatives in the budgeting process in greater
detail, but for now let’s consider how you can make a rational decision
among competing alternatives. The key is basing the decision on a common
set of criteria that will determine the most appropriate initiatives given your
unique priorities. Obviously, the initiative’s impact on driving strategy is the
chief concern, but you can’t ignore investment fundamentals like cost, net
present value, and projected time to complete. Essentially, every initiative
should have a valid business case to support its claim as being necessary
to achieve your strategy. Once you've drafted business cases for each of
the initiatives, you can use a template similar to the one shown in Exhibit
6.3 to assist in making the prioritization decision. Each criterion you
choose is assigned a weight depending on its importance within your com-
pany. The assignments are subjective, but strategic importance should
always carry the greatest weight in the decision. Next, each initiative must
be scored on the specific criteria listed in the chart. You may use ratings
of between 0 and 10, or if you prefer a wider scale, use 0 to 100. I've used
0 to 10 in my example. Before assigning points to each, you must develop
an appropriate scale. For example, a net present value (NPV) of greater
than $2 million may translate to 10 points. NPV of $1.75 million yields 9
points, and so on. Involving more than one executive on a full-time basis
may translate to a score of 2 points in the “resource requirements” section
since such involvement could impose a heavy burden on the organization.
Develop scales that work for you. However, to ensure mathematical integrity,
always have a high value represent preferred performance. Those initiatives
generating the highest scores should be approved and provided budgets
to ensure their timely completion. In our example, initiative #1 gener-
ates a higher total score than initiative #2, despite the latter’s impressive
scores on five of the six criteria. The reason for the discrepancy is the crit-
ical variable of strategic linkage. Initiative #1 demonstrates a strong linkage
to strategy while #2 is missing that connection. We’ll return to the topic of
initiatives and budgets in Chapter Eight.
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Exhibit 6.2 Strategic Initiative Template
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Date:[ ]

This template is intended as an enterprise-wide tool to enable the Executive to quantify, assess, and

prioritize proposed strategic initiatives based on their impact on strategic objectives.

Please limit input and commentary to the space provided
and use minimum 10-point font.

Line of Business/Business Unit: |

Strategic Initiative Name: [

Executive Owner: | | Initiative Leader: | |
Anticipated Start Date: | | Anticipated End Date: | |
Initiative Description/Scope:
. Strategic

Strategic Impact Impact
Describe Strategic Impact: (H, M, L)
Financial

Customer

Internal Process

Employee Learning

and Growth
Resource Allocation Requirements

Capital & Operating Budget ($000) 2002 2003 2004 2005
Capital Spending Profile $0 $0 $0 $0
Operating Budget Spending $0 $0 $0 $0
Economic Fit

NPV: Net Present Value

IRR%: Internal Rate of Return

Payback Period

Investment Summary ($000) 2002 2003 2004 2005
Revenue (incremental) $0 $0 $0 $0
Revenue (retained) $0 $0 $0 $0
Expense Savings $0 $0 $0 $0

[Net FTE Impact (+/— FTE’s)

(continues)
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Exhibit 6.2 Strategic Initiative Template (Continued)

Key Dependencies

Key Risks to Successful Implementation and Mitigation Activities

Describe Internal Impact (employees/processes) of this Initiative

Describe External Impact (customers/suppliers/shareholders) of this Initiative

Milestones, Deliverables, and Corresponding Due Dates

Key Milestone

Deliverables

Due Date

Key Initiative Resources (Top 5 Involvement)

Name

Time
Allocation
(%)

Explanation of Time Allocation
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THE REWARDS ARE WORTH THE EFFORT

Developing and prioritizing initiatives to support your Balanced Score-
card can be one of the most difficult aspects of the implementation. As
discussed earlier, making these decisions can affect long-standing relation-
ships among different functional areas and result in negative perceptions
of organizational power wielding. However, this important task can also
provide you with the first of many opportunities to show the economic
value of the Balanced Scorecard by highlighting those initiatives that do
in fact lead to the fulfillment of your strategy and those that merely soak
up precious resources. Aligning initiatives with strategy also greatly facil-
itates the use of the Balanced Scorecard as a strategic management system
by providing a method of linking the budgeting process with strategy and
strategic planning. Finally, clarifying and prioritizing is yet another oppor-
tunity to utilize the Scorecard to increase accountability. Every initiative
will have an executive sponsor who feels passionate about the project and
strongly believes it will yield tremendous results. Using the Balanced Score-
card to validate your investments allows you to confirm or deny those beliefs.

Many organizations are already beginning to harness the value of align-
ing initiatives with strategy by using the Balanced Scorecard. When Crown
Castle International, a leading provider of leased towers, antenna space,
and broadcast transmission services, engaged in the exercise of rational-
izing, it was able to pare its overall list of initiatives from 180 down to 12!
CEO John Kelly even suggested the process wasn’t overly difficult: Actu-
ally, it was pretty easy to cut our list down from 180 to 12 because people had
a very clear understanding of what our strategic priovities were. We racked and
stacked all iitiatives, and looked at which ones were most important relative to the
Sfour elements of our strategy’10

Chapter Five discussed the fact that a good Balanced Scorecard contains
a mix of leading and lagging indicators of performance. Without perform-
ance drivers, lagging indicators cannot inform us of how we hope to
achieve our results. Conversely, leading indicators may signal key improve-
ments throughout the organization, but on their own they don’t reveal
whether these enhancements are leading to improved customer and finan-
cial results. Targets and initiatives are similar in that one without the other
simply won’t lead us to the results we desire. A target without supporting
initiatives is missing the “how” of meeting our performance goals. And
initiatives without targets don’t signal whether the results we’ve achieved
are what we expected or commensurate with any predetermined standards.
Developing targets and initiatives can prove challenging. The tools and
techniques outlined in this chapter will enable you to develop challenging
targets and associated supporting initiatives that will ensure your Balanced
Scorecard tells your story—complete with how you’ll ensure a happy ending!
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KEEP IN MIND

e Developing performance targets and supporting initiatives completes
the work of building a Balanced Scorecard that tells the story of your
strategy and acts as a powerful measurement system and communication
tool.

e Targets make the results derived from measurement meaningful and tell
us whether we're doing a good job. Performance data without associated
targets has no meaning or context that can be used to evaluate perform-
ance and make decisions.

e Many organizations use a combination of three distinct yet related target
types, each with a corresponding time frame. Big hairy audacious goals,
or BHAGs, are long-term targets that act as compelling mechanisms used
to guide organizations toward tremendous breakthroughs. Given their
often seemingly outrageous nature, BHAGs normally take 10 to 30 years
to complete. To really galvanize employees in the pursuit of a BHAG, orga-
nizations will require supporting organizational systems. Catalytic mech-
anisms are one such system. They represent specific processes geared
toward stimulating the achievement of a BHAG.

e Stretch targets also promote discontinuous operations but are based on
a shorter time frame, normally three to five years. Many organizations
will develop a stretch target for each of the performance measures appear-
ing on their Balanced Scorecards. To prove effective, the stretch target
must represent a great challenge but must also be rooted in reality.

e Incremental targets are the (normally) annual targets that, if achieved,
will lead to the fulfillment of stretch targets. They serve as the guide-
posts to the larger goals represented by stretch targets. Managers some-
times attempt to game the system by developing targets that appear to
represent a huge challenge but in reality are easily achievable.

e A variety of information sources are available for establishing perfor-
mance targets. Employees, trend analyses, executive interviews, assess-
ments, stakeholder feedback, industry averages, and benchmarking are
all possible origins of potential targets. Once targets have been set, they
should be reviewed by employees but approved by your executive team.

o 'Targets may supply much-needed motivation, but achieving your goals requires
the activation of specific initiatives. Initiatives represent the projects,
processes, action steps, and activities you engage in to ensure successful
measure outcomes. Most companies suffer from an abundance of initia-
tives that bear little relation to the organization’s strategy. Paradoxically,
the Balanced Scorecard may lead to the development of additional
initiatives. However, these new initiatives will prove necessary to achieve
the strategic goals of the organization.
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Four steps are necessary to ensure that you have the right initiatives in
place at your organization:

1. Develop an inventory of all initiatives currently under way. Gather
information on project costs, expected benefits, linkage to strategy,
key players, and timelines.

2. Map those initiatives to the objectives appearing on your Strategy
Map. Be sure to work closely with initiative supporters to be certain
you know the specifics of each project before deciding on its strate-
gic relevance.

3. Eliminate, consolidate, or reduce in scope those initiatives that are
not contributing to your strategy, and consider developing initia-
tives to support the new objectives and measures never before used at
your organization.

4. Prioritize your strategic initiatives. Each one should have a corre-
sponding business case that will provide an objective basis for making
the decisions.

Prioritizing your Scorecard initiatives is a difficult but important task.
One of the key benefits emerging from the process is the identification
of projects that truly drive strategic results and those that simply drain
resources. Highlighting this potentially expensive difference by using
the Scorecard as a lens demonstrates the economic value to be derived
from the Balanced Scorecard.
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CHAPTER 7

Cascading the Balanced
Scorecard to Build
Organizational Alignment

Roadmap for Chapter Seven Now that you have built a Balanced Score-
card eloquently describing your strategy, it’s time to take it to the streets!
Okay, maybe not the streets, but at least to the corridors and cubicles of
your company. The next task in our Scorecard journey is to use the high-
level Scorecard you've created as a template for the creation of aligned
Scorecards from top to bottom within your organization. This chapter will
describe how you can do just that and along the way ensure that all employ-
ees are pursuing goals that are consistent with, and lead to, the achieve-
ment of your strategy.

Most of us today are knowledge workers and as such we look for mean-
ing and contribution to form an integral part of our working lives. Cascad-
ing the Balanced Scorecard allows employees to develop objectives and
measures linked to overall organizational goals. For successful cascading,
everyone in the organization must possess a deep understanding of the
objectives and measures that make up the highest-level Scorecard. We’ll
examine what it takes to ensure your organization has that all-important
understanding. From that point forward it’s a matter of influence. How
do lower-level units and groups influence those high-level Scorecard indi-
cators? We’ll look at how to develop aligned Scorecards and explore examples
from organizations that have traveled the path themselves.

The entire organization stands to benefit from cascading the Balanced
Scorecard. To that end we’ll investigate how you can develop Scorecards
for your shared service units and even drive the Scorecard down to the indi-
vidual employee level.

Every Scorecard you develop, regardless of what level of the organiza-
tion it represents, must link back to overall objectives if you're to derive
value from this process. The chapter concludes with a review of how you
can effectively review and evaluate the Scorecards produced from every
corner of your company.

199
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WHAT DOES “CASCADING” THE
BALANCED SCORECARD MEAN?

Before describing the techniques and processes necessary to properly cas-
cade your Balanced Scorecard, I should describe what is meant by the term.
“Cascading” refers to the process of developing Balanced Scorecards at each
and every level of your organization. These Scorecards align with your com-
pany’s highest-level Scorecard by identifying the strategic objectives and
measures that lower-level departments and groups will use to track their
progress in contributing to overall goals. While some of the objectives and
measures used may be the same throughout the entire organization, in
most cases lower-level Scorecards include items reflecting the specific
opportunities and challenges faced at those levels. Many successful prac-
titioners have made their highest-level Scorecard just the first piece in a
program that links all employees from the shop floor to the executive
boardroom through a series of cascading Balanced Scorecards.

Cascading the Balanced Scorecard Links
All Employees to Your Strategy

In his book Simplicity, author Bill Jensen suggests that a leading cause of
work complexity is unclear goals and objectives.! You're probably think-
ing you’ve got that problem licked since you’ve taken the initiative and
developed a Balanced Scorecard with very clear objectives and measures
that work together to tell your unique strategic story. Not so fast. Jensen
goes on to note that another major contributor of work complexity is lack
of alignment of goals.? Does your organization have clear alignment of goals
from top to bottom? Do the people answering the phones at your com-
pany know how their day-to-day actions are contributing to the achievement
of the company’s strategy? What about a midlevel manager in sales; would
she know? Does anyone below the executive ranks have a clear idea of how
they support the organization’s overall goals? In a large number of orga-
nizations, the answer is no. In a recent Harris Interactive poll of 23,000
U.S. residents employed full-time, only 37 percent said they have a clear
understanding of what their organization is trying to achieve and why. The
same study discovered that only 9 percent believed their work teams had
clear measurable goals.3

Even in those organizations that have developed Balanced Scorecards,
severe alignment issues may hamper their desire to outperform rivals.
Some people subscribe to the notion that a Balanced Scorecard is the exclu-
sive domain of the senior management team. Lower-level employees are
welcome to look at the measures on the Scorecard, maybe even learn from
them, but their performance can be monitored by other systems, such as
the performance review process. Organizations that believe this are bet-
ting on the superiority of awareness over alignment, but unfortunately for
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them, that is simply not the case. Will mere awareness of corporate strat-
egy, objectives, and measures lead to improved decision making on the
front lines of the organization? Probably not. How does awareness of a cus-
tomer intimacy strategy help a customer service representative deal with
an irate customer who demands immediate satisfaction? It doesn’t.

All employees need the opportunity to demonstrate how their specific
actions are making a difference and helping the company fulfill its strate-
gic objectives. The best way to do this is by cascading the Balanced Score-
card to every far-reaching level of the organization. When we cascade the
Scorecard—driving it down to lower levels in the company—we provide
a way for all employees to see how their day-to-day actions relate to the
lofty aims espoused in the strategic plan. For employees, strategy is no
longer some poorly understood treatise formulated by senior management
but is transformed into specific objectives and measures they need to
achieve in order to make a meaningful contribution to success. And that
is precisely what every single employee in your organization wants more
than anything else: to make a contribution. This is the era of the knowl-
edge worker. These highly skilled purveyors of talent differ from their
organizational ancestors in one key respect. Unlike earlier workers who
depended on the organization to supply machines and other modes of pro-
duction, these workers carry the means of production—their knowledge
—with them. Peter Drucker suggested that in this era of the knowledge
worker, employees should be considered volunteers. A volunteer doesn’t
provide her valuable knowledge, skills, and experience for the hope of
tremendous monetary reward or personal advancement. Very often vol-
unteers crave that which eludes them in their nine-to-five world: meaning
and contribution. A lack of alignment between personal objectives and
corporate strategy obscures the hope of finding true meaning and con-
tribution in work. Cascading the Balanced Scorecard helps restore this
possibility by providing all employees, regardless of function or level, with
the opportunity to demonstrate that what they’re doing is indeed critical
to the overall efforts of the organization.

Not only does the cascading process align employee actions with strat-
egy, it is consistently cited as a key factor in the success of Balanced Scorecard
programs. In fact, Kaplan and Norton have discovered that the greatest
gap between Balanced Scorecard Hall of Fame organizations and all others
occurs in aligning the organization to the strategy: “This demonstrates that
effective organizational alignment, while difficult to achieve, has probably the
biggest payoff of any management practice.”* This is not surprising, really, when
you consider that through alignment, you're harnessing the greatest resource
known to humankind: the minds and hearts of your employees. Successful
Scorecard implementers know that those on the front line must embrace
and use this tool if it is to reach its maximum effectiveness. Cascading the
Scorecard allows you to reach your entire organization and supply them
with the means of answering the critical question: How do I add value and
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make a meaningful contribution to our success? The answer lies in the
objectives and measures embedded in Balanced Scorecards throughout your
organization.

THE CASCADING PROCESS

Exhibit 7.1 displays the cascading process typically followed by most orga-
nizations. The highest-level Balanced Scorecard, often the one that is used
to gauge the effectiveness of the organization as a whole, is the starting
point for cascading efforts. The objectives and measures contained in that
Strategy Map and Scorecard are then driven down to the next level in the
organization, which will often comprise individual business units. At the
third level of cascading, specific departments and groups develop Bal-
anced Scorecards based on the Scorecards “in front” of theirs, in this case
the business unit Scorecard. The final level shown is that of team and per-
sonal Balanced Scorecards. Organizations cascading to this level will gain
the maximum value from the Balanced Scorecard by ensuring that all employ-
ees, regardless of function or level, have developed objectives and measures
that align with overall organizational objectives.

The process outlined in Exhibit 7.1 should be considered descriptive, not
prescriptive. If you've begun your Balanced Scorecard efforts within a spe-
cific business unit, that Scorecard would comprise your highest-level card
and you would cascade based on the objectives and measures it contains.
Similarly, you may work in a public sector or nonprofit organization and
use different terminology to describe the various levels of your organiza-
tion. Again, focus on the theory of cascading rather than the specific termi-
nology contained in the diagram. The process works equally well whether
you work in a Fortune 1000 company, a local community group, or a state
government agency. Sections that follow examine the specific steps of the
cascading process in further detail.

Understanding Is Key to the Highest-Level Balanced Scorecard

The cascading process begins at the top with your highest-level Balanced
Scorecard. The first six chapters of this book have outlined how you should
go about creating the Strategy Map of objectives and Scorecard of measures,
so the specifics of those processes will not be examined here. What will be
emphasized in this section is the importance of employee knowledge and
understanding of the objectives and measures that make up the high-level
Scorecard (“Scorecard” in this context refers to the map and measures).
Your highest-level Balanced Scorecard identifies the key objectives and
measures of success that weave together in a series of cause-and-effect rela-
tionships to tell the story of your strategy. It is absolutely imperative that
everyone in the organization understand the strategic significance of these
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core elements before they begin creating their own Balanced Scorecards.
This is particularly true for those individuals who carry the responsibility
of leading the development of Scorecards at lower levels of the organiza-
tion. If these individuals don’t possess a deep knowledge of the high-level
objectives and measures, it will be very difficult for them to construct Score-
cards that are truly aligned to the organization’s high-level goals.

Flawed assumptions occasionally cause companies to inadvertently sab-
otage their own efforts when they reach this step in the Scorecard process.
Some organizations believe lower-level employees are incapable of under-
standing critical value-creating activities and processes that ultimately drive
success. Executives in these firms maintain that topics ranging from eco-
nomic value added to customer segmentation to supply chain best practices
are the sole domain of the executive boardroom and employees are merely
the actors hired to play out the drama they’ve masterfully orchestrated.
Nothing could be further from the truth. In fact, successful organizations
question this assumption and spend the necessary time and money to edu-
cate employees on these concepts with outstanding results. Consider as an
example the innovative Brazilian firm Semco. Employees in this company,
often cited for its creativity and innovation, participate in virtually every
facet of organizational life, from choosing real estate, to designing man-
ufacturing facilities, to determining their own pay. CEO Ricardo Semler
strongly believes the driving force of productivity is motivation and gen-
uine interest, and that is spawned from trusting employees to perform their
jobs in ways that make sense to them.?

To ensure that the employees of your organization understand the objec-
tives and measures appearing on your high-level Balanced Scorecard, you
should embark on a significant communication and education program. In
Chapter Five, I discussed three possible ways of gaining employee feedback
on your Balanced Scorecard. You also can use these methods to prepare your
teams for the cascading process to follow. The three methods are:

1. Conduct a Balanced Scorecard “open house!” Follow the example set by the
County of San Diego, California, during its Balanced Scorecard imple-
mentation. Invite employees to attend an open house during which
the Balanced Scorecard is shared, discussed, reviewed, and critiqued.

2. Use your intranet. Post your new Balanced Scorecard on the intranet and
include background on the strategic and operational significance of
the measures, quotes from executives on the value of the Balanced
Scorecard, and future plans for cascading your measures throughout
the entire company.

3. Hold management meetings or town halls. If you hold regular meetings
that bring together your entire management team, use that venue to
educate your team on the Scorecard you've created. Town hall meet-
ings can also be a great way to share what you've developed with a large
number of employees.
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Creative Scorecard practitioners will undoubtedly find many other
methods of educating statf on the Balanced Scorecard. Brochures, videos,
and inserts accompanying pay stubs are just a few of the many ways in
which you can take the opportunity to explain the inner workings of your
Scorecard to all employees.

Focus on “Influence” at the First Level of Cascading

Once you feel comfortable that employees have gained a sufficient under-
standing of your high-level Scorecard, you can begin the process of having
them develop Balanced Scorecards that outline their own contributions to
the organization’s success. The key to creating aligned Scorecards is the
concept of “influence.”

A dictionary might define the word “influence” as the ability to produce
an effect, and that is exactly what we have in mind when cascading the Bal-
anced Scorecard. All employees should have the chance to produce an effect
on the organization’s outcomes. Their forum for doing so is the Balanced
Scorecard. When developing Scorecards at this first level of cascading, the
relevant question to guide the proceedings is: What can we do at our level
to help the organization achieve its goals? The Scorecards you create here
will align with the high-level Scorecard but won’t necessarily contain the
same measures. That’s a key point warranting some attention. Many people
consider cascading a simple exercise of chopping up high-level objectives
into bite-size pieces scattered throughout the organization. That approach
might work for certain financial metrics, such as revenue or costs, but how
do you reasonably allocate customer loyalty or new product development?
An eftfectively cascaded Balanced Scorecard is not one that simply contains
bits and pieces of the highest-level Scorecard. High-level organizational
measures could be completely meaningless to the people at lower rungs
of the organizational ladder. A better approach is to carefully examine the
high-level Scorecard and determine which of the objectives and measures
you can influence at this level of the organization.

Nova Scotia Power Inc., the Canadian electric utility discussed previously,
started its Balanced Scorecard program by first creating a high-level Cor-
porate Scorecard that told the story of the strategy as it prepared for dereg-
ulation in the Canadian utility industry. To ensure that all employees had
the opportunity to participate in the fulfillment of the strategy, the com-
pany subsequently cascaded the Balanced Scorecard to all levels of the
organization. Over 100 Scorecards were created, spanning the executive
team at corporate headquarters to the shop floors of power plants. Exhibit
7.2 shows an example of this cascading effort. In the example we see how
a business unit selected objectives and measures based on the corporate
Balanced Scorecard. Targets shown are for illustrative purposes only.

Take a look at the middle portion of the exhibit, the Customer Service and
Marketing Balanced Scorecard. This level of the organization represents the
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Exhibit 7.2 Cascading the Balanced Scorecard at Nova Scotia Power

Corporate Scorecard

Perspective Objective Measure Target
Customer | Increase Customer Customer Loyalty 75%
Loyalty: Move beyond | Rating: A composite
“satisfied” to “loyal” index of earned
customers customer loyalty

Customer Service and Marketing Scorecard

Perspective Objective Measure Target
Internal Increase Customer Redesigned 5
Processes | Loyalty: Move beyond | Customer Processes:

“satisfied” to “loyal” Number of redesigned
customers customer processes
and services

CS&M Information Technology Scorecard
Perspective Objective Measure Target
Internal Effective Desktop Service Requests: 500

Processes | Support: Provide Number of desktop
effective desktop service requests
support for CS&M completed
employees

first level of cascading at Nova Scotia Power. To build an effective Score-
card, the Customer Service and Marketing business unit carefully reviewed
the corporate Balanced Scorecard and determined which of the objectives
and measures on that Scorecard it could influence. One measure appear-
ing on the corporate Balanced Scorecard was “customer loyalty rating.” The
Customer Service and Marketing business unit was obviously interested in
this critical indicator and felt it could positively influence its outcome.
Therefore, this business unit chose to develop a performance measure
on its Balanced Scorecard that would indicate how it felt it could increase
customer loyalty. But take a close look at the measure it developed. First of
all, although the corporate objective and measure appeared in the Customer
perspective, the measure developed by Customer Service and Marketing was
better suited to the Internal Process perspective of the Scorecard. The objec-
tive this business unit chose mirrored the corporate objective, but the new
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measure better captured how it could influence the corporate indicator of
“customer loyalty rating.” The business unit knew from research that a number
of key customer processes contained specific bottlenecks and issues that
were consistent sources of customer dissatisfaction. It felt that by redesign-
ing the most troublesome of those processes, it would be able to positively
influence “customer loyalty rating” at the corporate level. Following the
technique of determining which corporate objectives and measures it could
influence allowed the Customer Service and Marketing business unit to
create a Balanced Scorecard that demonstrated to the entire company how
the unit would contribute to Nova Scotia Power’s success.

When developing Balanced Scorecards for this (or any subsequent) level
of the organization, you should not expect each group to influence every
objective and measure appearing on the high-level Scorecard. Organiza-
tions derive value by combining the disparate skills of all employees within
every function, and each group will rightly focus on the objectives and mea-
sures over which it may exert an influence. Having said that, a major benefit
of the cascading process is watching creativity bloom throughout the orga-
nization as groups begin to contemplate how they might contribute to an
organizational goal once considered well outside their sphere of influence.

The Importance of Influence Continues with Lower-Level Score-
cards Depending on your organizational architecture, the next level of
cascading you engage in could be to the department, group, or team level.
As discussed earlier, you may use different terminology to describe the
various levels that exist within your organization. However, regardless of
the name, the principle of influence remains the same. At this level within
the organization, Scorecards should be based on those to whom these
groups report. We would not expect an individual marketing department,
for example, to develop a Balanced Scorecard based on the corporate Score-
card. More likely, the Marketing group’s indicators would be derived from
the Sales and Marketing business unit’s Balanced Scorecard. To illustrate
this point, let’s continue with the example outlined in Exhibit 7.2. The
Customer Service and Marketing (CS&M) business unit of Nova Scotia Power
has developed a Balanced Scorecard based on the objectives and measures
it can influence on the corporate Scorecard. CS&M is comprised of a number
of smaller groups, one of which is Customer Service and Marketing Infor-
mation Technology (IT). When developing its Scorecard, the employees
of CS&M IT looked to the business unit’s Scorecard to determine which
objectives and measures they could impact. They saw that CS&M was mea-
suring “redesigned customer processes.” The IT group will not be directly
involved in redesigning customer processes, but it believes it can positively
influence this objective. For the CS&M team to redesign a number of key
customer processes, members will rely heavily on desktop support functions
as they experiment with new and innovative ideas. The I'T group recognizes
this and hypothesizes that by quickly and accurately completing service
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requests, it will enable the CS&M business unit to achieve its goal of redesign-
ing troubled customer processes.

The measures in each of the three Scorecard excerpts on Exhibit 7.2
are not identical, but they are aligned. Employees of the I'T group within
CS&M know that by efficiently completing service requests, they are not
only assisting the business unit in achieving its goals but are also making
a key contribution to the corporate objective of improving customer loyalty.
Similarly, senior management within Nova Scotia Power can rest assured
that employees at the front lines now have goals that are consistent with the
corporation’s objectives.

In addition to different performance measures, lower-level Balanced
Scorecards may contain a greater number of measures. The measures that
describe your strategy in the corporate Balanced Scorecard are often very
high-level abstractions—customer loyalty, employee satisfaction, and so
on—with many details omitted. As you move to lower levels of the or-
ganization, the specifics necessary to achieve success on the corporate
measures are filled in as part of the business unit, department, and team
Scorecards. Filling these gaps may require more than a one-to-one mea-
sure relationship. In our Nova Scotia Power example, the CS&M IT group
may require two or even three measures to ensure that it assists the busi-
ness unit to meet its goal of redesigning customer processes. The challenge,
of course, is finding an appropriate number of measures; the last thing you
or anyone in your organization wants is the classic paralysis by analysis syn-
drome brought on by a boatload of performance measures that leaves you
swimming in a sea of data. Use the criteria presented in Chapter Five to
help you finalize the measures appearing in all cascaded Scorecards.

Assisting in the Development of Aligned Balanced Scorecards

In every organization there are those people who have a natural affinity
to the Balanced Scorecard and the method of management it entails and
those who view it as yet another panacea being forced down their throat
by an overzealous senior management team. Regardless of where the major-
ity of your employees fall, one thing is certain: They will require assistance
in developing their Balanced Scorecards. Here are a some tips that will help
you ease the cascading process.

o Consider cascading principles. Before you begin your cascading efforts, you
must consider a number of questions that will inevitably surface from
groups charged with creating lower-level Scorecards. The first question
to ponder is: Will all groups be required to use the four perspectives?
Some may wish to change the labels, customizing the Scorecard to reflect
their group’s unique culture and norms. There are pros and cons to per-
sonalizing; doing so generates greater buy-in from staff, but it may con-
fuse overall efforts of comparing results across the organization. A second
question is: Are there certain objectives and measures all groups must
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use? If your organization is pursuing a cost containment initiative, for
example, you may insist that all business units, departments, and teams
include an objective of “reduce costs” and an associated measure of “budget
variance.” While such edicts greatly assist in aggregating results, you must
balance that win with the potential drawback of reducing creativity
in objective and measure development at lower levels. A final question
to consider is: Will we limit the number of objectives and measures appear-
ing on cascaded Balanced Scorecards? Recall from our discussion that
cascaded Scorecards generate significant volumes of objectives and mea-
sures, sometimes far too many. Your goal in introducing the Balanced Score-
card is to focus on the critical few enablers of success, and that vision may
be blurred significantly should lower-level groups find themselves awash
in data.

o Provide clear accountabilities, guidelines, and personal assistance. You may
think that the Balanced Scorecard is the most elegantly simple and log-
ical tool ever to be developed, but those managers and employees who
have never built a Scorecard may be feeling a good deal of trepidation.
It’s important to develop some devices up front to help them through
the process. Discuss the Scorecard whenever possible, distribute it to all
employees, share articles and books that provide useful information,
and, most important, develop templates they can use to guide them
through the process of developing their own Balanced Scorecard. Help
also comes in the form of clear accountabilities and timelines so that
people know exactly what is expected of them and when. But the single
most critical thing you must do is provide personal assistance. Share the
expertise that resides on your Balanced Scorecard team across your orga-
nization. Your team can lead training sessions on Scorecard concepts and
then act as facilitators during the development of Balanced Scorecards.
The Scorecard and functional knowledge they possess will prove an un-
beatable combination.

o Use business plans. The highest-level Balanced Scorecard at your orga-
nization was the product of a careful translation of your unique strategy.
As you cascade the Scorecard to successively lower levels of the orga-
nization, you may not find specific strategies, missions, and visions. Most
groups will have a business plan, since the practice of developing annual
plans is well established in most organizations. These business plans can
be an invaluable source of information to help business units, departments,
and teams develop their Scorecards. Most plans will contain informa-
tion on key processes, objectives, initiatives, and costs. Once the Balanced
Scorecard becomes embedded in the management system of your orga-
nization, it may replace business plans.

Shared Service Balanced Scorecards

Shared service groups are what we sometimes call corporate resources
or corporate staff. Human Resources (HR), Accounting and Finance, and
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Information Technology are all examples of shared service units found in
virtually all organizations. These departments provide specialized services
to the business units and corporate entity they serve, and should do so at
a cost and level of quality superior to external vendors. Few would ques-
tion the importance of services rendered by these groups, but all too often
they appear to be islands unto themselves, miles away from the strategy
being directed by the organization’s leaders. Scorecard architects Kaplan
and Norton discovered that the strategies of 67 percent of HR and IT
organizations are not aligned with business unit and corporate strategies,
nor do HR and IT departmental plans support corporate or business unit
strategic initiatives.5 A Balanced Scorecard takes these groups to task and
monitors their performance to ensure that the services they provide are
aligned with business unit and corporate strategic objectives.

Since many shared service units will not have a specific strategy, but
instead focus on meeting the needs of their internal customers, these units
sometimes find it difficult to begin the Scorecard development process.
Lacking a specific strategy, they wonder what should form the basis of their
Balanced Scorecard. For that reason organizations often negotiate service-
level agreements (SLAs) between business units and shared service groups.
These documents spell out in detail the level of service required by the
business unit on specific processes and products supplied by the shared
service unit. Costs, objectives, and key indicators of desired performance
are also included. The SLA now forms the basis of Scorecard development
for the shared service unit. Not all organizations will be large enough to
require formal SLAs between business units and shared service groups.
Lacking a formal SLA, shared service units may follow the advice outlined
earlier in this chapter. By reviewing the corporate Scorecard, the shared
service group can determine which objectives and measures it can influ-
ence most directly and develop its own performance measures based on those
indicators. For example, should a goal of improving employee turnover appear
on the corporate Scorecard, we would expect the HR group to develop cas-
caded performance measures to make this a reality.

Given the flurry of outsourcing activity under way in most large orga-
nizations, the Balanced Scorecard is an ideal method for shared service
units to demonstrate the unique value they contribute to the organization.
Producing positive results on Scorecard measures exhibits a rationale for
their continued existence. Beyond this very pragmatic reason for cascading
the Scorecard to shared services there lies a deeper and more compelling
justification. Employees of these groups often feel very little connection
to the overall strategy of the organization. While those in manufacturing
may see the actual product being developed, and marketers work diligently
to create demand, those in shared service groups often have little insight
into the products and services that drive the organization. Cascading the
Balanced Scorecard provides this much-needed line of sight, allowing
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employees within shared services to see the connection between their work
and the overall strategy of the organization.

Personal Balanced Scorecards

Very few organizations excel at the task of developing meaningful goals
and objectives for individual employees. In fact, the annual performance
appraisal process is one fraught with issues for both management and
employees alike. Companies will expend significant energy in promoting
a formal appraisal process, issuing memos, providing templates with infor-
mation on the competencies and behaviors they desire to see, and training
employees on how to develop an effective plan. However, there is often
little follow-up beyond this initial splash of activity. CEO icon turned cor-
porate curmudgeon Jack Welch blames it on the paper chase, suggesting
that “if your evaluation system involves more than two pages of paperwork per
person, something is wrong!”” When 1 discuss the performance appraisal process
with new clients, I'm often greeted with rolling eyes and shaking heads.
Even those organizations that do follow up on the appraisal process and
hold review sessions with employees are invariably behind schedule. It is
amazing how this critical activity involving the most precious of resources
tends to get pushed to the back burner. But when we critically examine
the process at most organizations, there is little wonder why this sorry state
of affairs exists. Very often the performance ratings are completely sub-
jective and based purely on a manager or supervisor’s limited view of
employee performance. This does little to engender trust on the part of
employees; instead they are suspicious of the process. Throughout the per-
formance period there is little feedback to employees, and even if feed-
back is offered, it typically concerns outcomes and results, not behaviors.
But the most egregious omission is the lack of alignment between personal
and organizational goals. Employees have little or no idea how success on their
performance review will positively impact the company’s success.

Cascading the Balanced Scorecard to the individual employee level can
mitigate if not entirely eliminate many of the issues we find with the normal
performance appraisal process. Here are some of the many benefits to
be derived from having employees develop their own personal Balanced
Scorecards.

o Builds awareness of the Balanced Scorecard. Developing Scorecards at the
individual level provides yet another opportunity to share with all
employees the principles and techniques inherent in the Balanced Score-
card system.

o Generates commitment to the Scorecard. There is little doubt that increased
involvement in virtually any activity will tend to increase commitment
to that cause. So it goes with the Balanced Scorecard. Having employees
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learn about the Scorecard and develop their own series of linked objec-
tives and measures will certainly boost support from this critical audience.

o Increases comprehension of aligned Scorecards. In order to craft their indi-
vidual Scorecards, employees must first understand the objectives and
measures appearing in all cascaded Scorecards, from the high-level
organizational Scorecard to the business unit Scorecard, to their team
or department’s Scorecard. Thus, cascading supplies an outstanding train-
ing opportunity.

o Offers a clear line of sight from employee goals to organizational strategy. Devel-
oping personal Balanced Scorecards that align to team or department
Scorecards allows every employee to demonstrate how specific actions
are making a difference and leading to improved overall results.

o Bualds support for the goal-setting process. Using the Balanced Scorecard can
breathe new life into often tired and irrelevant employee goal-setting
processes.

The format you follow for personal Balanced Scorecards is limited only
by your imagination. Exhibit 7.3 provides one possible version of a tem-
plate your employees can utilize to develop personal Balanced Scorecards.
This template is based on the cascading efforts of an electric utility orga-
nization. In the document I have merged three key areas—cascaded Score-
cards, incentive compensation, and personal development plans. To max-
imize educational and practical value, the document it is split into two
pages. Page 1 outlines mission, vision, and strategies and establishes a line
of sight for the employee. It illustrates the cascading Scorecards that are
relevant to that individual and summarizes the organizational, business
unit, and departmental Balanced Scorecards. Displaying this “individu-
alized cascading” demonstrates the path that has led to this point and
greatly facilitates the completion of the Personal Balanced Scorecard on
page 2.

While we might consider page 1 a learning opportunity, page 2 has a
more specific purpose: It allows the individual employee to define the spe-
cific objectives and measures he will pursue to help his department reach
its objectives, supply potential incentive awards, and outline the action steps
he’ll take to achieve success. We’ll return to the discussion of linking the
Balanced Scorecard to compensation in Chapter Nine. Here are the three
specific steps that must be taken to complete page 2 of the template.

1. The individual must develop the objectives, measures, and targets that
comprise her individual Scorecard. By displaying all linked Scorecards
on page 1, with discussion and coaching the development of personal
goals should flow quite smoothly.

2. The individual must then select the appropriate weights for each mea-
sure when determining their incentive possibilities. The manager or
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supervisor will have final approval on the weights and associated tar-
gets, ensuring that they are challenging but attainable. The perspectives
are also weighted to denote the areas in which the employee is able to
exert the most influence. In this example perspective weights are
equal. We will return to the discussion of employee targets during our
review of the Balanced Scorecard’s role in compensation in Chapter
Nine.

3. Finally, the employee may begin to construct a personal development
plan (PDP) based on the goals established on her Scorecard. This doc-
ument may or may not replace the need for a formal PDP, but it will
certainly facilitate the development of that document by identifying
the individual’s key areas of focus.

The creation of personal Balanced Scorecards completes the chain of
linked Scorecards from the boardroom to the back room, and in so doing
can also incorporate the key elements of incentive compensation and com-
petency attainment.

This section focused almost exclusively on the benefits employees can
derive from developing personal Balanced Scorecards: knowledge of the
Scorecard system, understanding of organizational objectives and mea-
sures, and alignment with overall goals. However, senior managers also
have much to gain from this process. Cascading to this level allows man-
agers to gain a high level of visibility into the specific actions contributing
to, or detracting from, overall organizational results. Take the case of one
travel agency I worked with. Senior managers at this organization moni-
tor a productivity index that tracks the number of tickets issued per hour
by individual agents. The measure appears on the corporate Balanced Score-
card but is also cascaded down to the individual agent level. When actual
results began to lag expectations, senior managers looked to their cas-
cading Balanced Scorecards for an answer. Examining regional perform-
ance (the first level of cascading) on the productivity index provided little
information since most areas were producing similar results. However,
when managers examined specific site Scorecards, they found some very
interesting deviations that were driving the high-level corporate outcome.
It turns out that agents who catered to professional service firms (attor-
neys, accountants, consultants) were producing consistently lower results
than other groups. When questioned, these agents noted that clients from
these firms frequently changed plans, which made it difficult to actually
issue a ticket. Without the questions spawned by the Balanced Scorecard,
senior management could have made the faulty and dangerous assumption
that these sites were simply poor performers and taken inappropriate action.
Armed with the knowledge gleaned from cascaded Balanced Scorecards,
managers were able to adjust the targets to more accurately reflect the nature
of clients served by different sites.
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REVIEWING AND EVALUATING CASCADED
BALANCED SCORECARDS

Depending on the size of your organization, you may develop dozens of
cascaded Balanced Scorecards at all levels of the company. The benefits
of'alignment and increased knowledge cannot be overstated, but danger
may lurk if you don’t carefully monitor the Scorecards being created. Unre-
alistic targets, missing measures, and departments working against each
other may all result if you don’t put a review and evaluation process in place
to ensure truly aligned Balanced Scorecards. A two-phased approach ensures
your Scorecards are telling a consistent story throughout the company.

Your Balanced Scorecard team should hold the initial responsibility of
personally reviewing the cascaded Scorecards created within their specific
business units. Based on their experience, team members have the knowl-
edge to effectively critique objectives and measures, ensuring consistency
in form and approach across the organization. Once business units and
departments have distributed their Scorecards, the Balanced Scorecard
team can review them and later hold sessions with the submitting departments
to discuss refinements and improvements.

Once groups across the company have had the chance to make adjust-
ments to their Scorecards based on your team’s input, you're ready to open
them up to the real test—their peers. The open house approach used by the
County of San Diego is an excellent means of gathering the feedback of
a significant number of people in a fun and organized fashion (see Chap-
ter Five. Invite employees to review the Scorecards of their peers and offer
their suggestions for clarification and improvement. The first point in that
sentence —clarification —is significant. Despite their best efforts to make
Scorecards clear and concise, it’s difficult for individual groups not to use
esoteric words and phrases in their Scorecards. Employees from other areas
of the company will be quick to assess the “readability” of colleagues’ Score-
cards and open up the possibility of rewording or changing specific items
to make them more understandable to a wide audience. Another exciting
outcome of these Scorecard sharing sessions is the learning that often
occurs. Within the modern business enterprise, interdependencies between
groups serve to propel the company forward. Some are explicit and widely
known; others are implicit. Sharing objectives and measures on Balanced
Scorecards often motivates business units and departments to critically
examine their relationships and challenge other groups to provide mea-
sures that impact their working relationship. For example, there may be
internal customer-supplier relationships that need to be documented on
Balanced Scorecards. Sharing Scorecards also inspires creativity as groups
will build on the measures shown in others’ Scorecards to modify and improve
their own efforts.

Here are some things to look for when reviewing the cascaded Balanced
Scorecards at your organization:
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o Linkage to related Scorecards. Don’t forget the key principle here is cas-
cading—driving the Scorecard to lower levels in the organization. Each
Scorecard should contain objectives and measures that influence the
next Scorecard in the chain.

o Linkage to strategy. The Balanced Scorecard is a tool for translating strat-
egy. The measures appearing on cascaded Scorecards should demonstrate
a linkage to the organization’s overarching strategy.

o Appropriate targets. Target setting can be a difficult exercise requiring sig-
nificant professional judgment. Ensure cascaded targets will lead to the
fulfillment of higher-level targets throughout the chain of linked Bal-
anced Scorecards.

o Coverage of key objectives. The chief tenet of cascading is that of influence:
What can we do at our level to influence our business unit/organizational/
and so on Scorecard. Not every group will influence every high-level
objective, but across the company the complete population of highest-level
objectives should receive adequate coverage.

e Lag and lead indicators. Cascaded Scorecards should contain an appro-
priate mix of lagging and leading indicators of performance.

Cascading—Final Thoughts

No matter how you employ the Balanced Scorecard system—as a measure-
ment system, a strategic management system, a communication tool—it
can produce tremendous benefits. But cascading, if implemented effectively,
may pay the biggest dividends of all. Driving the Scorecard to every level
of the company signals to each employee what the key drivers of success
are at your company and provides everyone with the opportunity to define
how he or she contributes to that success. You also create a consistent lan-
guage in the company—the lexicon of measurement that guides action
and can lead to breakthrough results. Leading Scorecard practitioners are
recognizing the value of cascading. A recent study found that over 60 per-
cent of participating organizations were driving the Scorecard to lower
levels.® Allowing every employee to participate in setting meaningful objec-
tives and measures can generate a flourishing spirit of involvement and
partnership that leads to amazing results for everyone involved.

KEEP IN MIND

e This chapter described how you can involve your entire workforce in the
Balanced Scorecard process by using the highest-level Scorecard as a tem-
plate for producing aligned Scorecards throughout the company.
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e “Cascading” refers to this process of developing Scorecards at all levels
of your firm. These Scorecards align with your organization’s highest-
level Scorecard by identifying the strategic objectives and measures
lower-level departments and groups will use to track their progress in
contributing to overall company goals.

¢ Developing a high-level organizational Scorecard is a great way to gauge
your success in meeting strategic objectives and to generate awareness
of strategy on the part of your employees. But will mere awareness of
organizational strategies lead to change at all levels of the company?
To maximize the effectiveness of the Scorecard, every group should have
the opportunity to develop linked Scorecards that demonstrate how they’re
contributing to the company’s goals.

¢ To cascade the Balanced Scorecard successfully, everyone in the orga-
nization must understand the operational and strategic significance of
the objectives and measures appearing on the highest-level Scorecard.
Organizations may use a combination of communication and education
efforts to ensure this understanding is present before attempting to cas-
cade the Scorecard.

e The essence of cascading the Scorecard to lower levels of the organi-
zation is captured in the word “influence”—the ability to produce an
effect. Strategic business units should examine the highest-level orga-
nizational Scorecard and ask, What can we do at our level to help the
organization achieve its goals? Which objectives and measures are we
in the best position to influence? Departments and groups within busi-
ness units must ask a similar question: What can we do at our level to
help the business unit achieve its goals? Which of their objectives and
measures can we influence?

¢ To ensure successful cascading, a number of questions must be answered,
including: Will all groups be required to use the four perspectives? Are
there certain objectives and measures that must appear on all cascaded
Balanced Scorecards? Will we limit the number of objectives and mea-
sures appearing on lower-level Scorecards?

¢ Shared service units (HR, I'T, Finance, etc.) should also be encouraged
to develop Balanced Scorecards. To assist these groups in building Score-
cards, many organizations will encourage business units and shared service
units to enter into service-level agreements. These agreements specify
the outcomes expected by the business unit (the customer) and form
the basis for the development of shared service unit Scorecards. Lack-
ing formal service-level agreements, shared service units may build
Scorecards by examining how they influence high-level organizational
outcomes.

e Personal Balanced Scorecards represent the final frontier of cascading.
Driving the Scorecard to the individual level allows employees to craft
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the goals they will track to spell their contribution to overall success. Both
the employee and the organization stand to benefit from developing
Scorecards at the employee level. Employees gain a greater insight into
overall strategy and their role in its fulfillment, while the organization
receives a rich abundance of potential data from which to glean new
insights.

Cascading may create dozens of Balanced Scorecards within your com-
pany. Their value is enormous, provided they align with overall goals
and tell a consistent story. To ensure this is the case, you should launch
a rigorous review and evaluation process in conjunction with your cas-
cading efforts. Once again, your Balanced Scorecard team will be called
on as the first line of defense, reviewing Scorecards and working with
groups across the company to refine, modify, and improve their offer-
ings. Inviting feedback from your employee base is also an excellent way
to engender cooperation, information sharing, and commitment to the
Balanced Scorecard.
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CHAPTER 8

Using the Balanced
Scorecard to Strategically
Allocate Resources

Roadmap for Chapter Eight Very few people have much good to say
about budgets and the budgeting process employed at most organizations.
Former Secretary of Defense Frank C. Carlucci once said, “The budget evolved
[from a management tool into an obstacle to management.” Jack Welch weighed
in on the subject by suggesting that “the budgeting process at most companies
has to be the most ineffective practice in management”! There is little doubt that
the traditional budget process, which was designed about 80 years ago and
has remained virtually the same ever since, is due for transformation. In
this chapter we’ll explore the budgeting process, examining specific issues
and offering possible methods to improve this most long-standing of orga-
nizational traditions.

The chapter begins with a look at some of the issues plaguing the budget
process as it currently stands. A chief concern here is the very disturbing
fact that few organizations make an attempt to link budgets with their strat-
egy. In the past they may not have possessed the tools to forge this link;
however, the Balanced Scorecard provides the means of making this critical
connection. Given the budget process’s many problems, it is not surprising
that organizations have begun to tinker with and, in some cases, totally
abandon the practice. We’ll look at some of the current trends in “new bud-
geting.”

The bulk of our work in this chapter is devoted to the examination of
how the Balanced Scorecard can be used to effectively drive the budgeting
process. We begin this analysis with an overview of the roles of cascading
and initiative setting and present a five-step process of linking budgets to
strategy through the careful use of the Balanced Scorecard. The chapter
concludes by considering some of the many benefits to be derived by using
the Balanced Scorecard to lead the budgeting process.
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BEMOANING THE BUDGET

We are all well aware of the dizzying pace of change in the modern orga-
nizations we populate. Everything seems to be going at warp speed with
all indications that it’s only going to get faster and more chaotic in the years
ahead. But, when I wrote the first edition of this text it was summer, and
even for the most harried of modern employees that cherished season will
often trigger a slightly slower pace and relaxed attitude. Some companies
still even practice that seemingly ancient rite of four-day workweeks during
the “lazy” days of summer. So perhaps you too slip into a comfortable summer
groove and are able to enjoy the long days (even if they are spent at the
office), but beware, it is probably right around the corner. What is this
potentially horrific i to which I am referring? The much dreaded annual
plan and budget document, that’s what. If your company is like most, and
assuming you have a December 31 fiscal year-end, you’ll probably receive
a forty- or fifty-page manual designed to kick-start the annual budgeting
process some time around mid-August. Several months of paper pushing,
mind-numbing analysis, and endless game playing later you just might have
something worthy of presenting to your Board of Directors. And if you're
really lucky they might provide their approval before you're sipping cham-
pagne to ring in the New Year. If you think I'm exaggerating, think again.
A Hackett Benchmarking study conducted in the late 1990s found the aver-
age organization invests more than 25,000 person days per billion dollars
of revenue in the planning process, and the average time to develop a
financial plan is four and a half months.? Ford Motor Company is reported
to have determined its total planning and performance measurement cost
amounts to a staggering $1.2 billion per year.?

The often loathsome budgeting process most companies follow today is
not significantly different from the original technique developed about 80
years ago to assist the early industrial giants like DuPont and General Motors
control their costs. Back in those days, companies operated in a vastly dif-
ferent environment from that to which you and I have become accustomed.
Customer choice was virtually unheard of. Additionally, globalization cer-
tainly wasn’t an issue, since businesses operated almost exclusively in their
local area, and fiscal environments were relatively stable. The consistent thread
running through the business processes of the day was control. Senior man-
agement developed plans, and employees were expected to carry them out
with complete adherence to routine, repetitive steps. Control reports depict-
ing deviations from the carefully crafted plans were fed back up the chain
of command, and new orders were issued to treat these defects.

The world of business we inhabit today is vastly removed from that of
our organizational ancestors. Globalization and the rise of powerful economies
in countries such as China and India mean intense competition in all
industries, where customers have virtually unlimited choice and access to
information. Fiscal environments are less stable, and the rate of change
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is frenetic to say the least. We are also attempting to evolve from the age
of control to one of empowerment. In this environment the once-vaunted
budget is often out of date almost immediately after it is produced. But
like so many relics of a bygone era, the traditional budget remains. Not
only does the current budgeting process stand in direct opposition to many
of the forces driving the modern enterprise, but its execution is often seri-
ously flawed. Consider:

e 66 percent of surveyed CFO Magazine readers believe their planning
process is influenced more by politics than by strategy.*

e Ina CFO survey 88 percent of respondents stated they were dissatisfied
with budgeting.?
¢ For many companies, planning processes are not yet fully utilized as

decision-making functions and are hampered by excessive levels of detail,
extended cycle times, and a focus on the wrong information.b

¢ 60 percent of organizations don’t link budgets to strategy.”

Politics and gaming the system seem to go hand in hand with the bud-
geting process at many companies. At one firm I worked, everyone in our
department had a strange sense of pride stemming from the fact that
our boss’s budget negotiation skills were highly regarded throughout the
company. He knew his way around the ins and outs of the game, that’s for
sure. “Promise less and ask for more” was his mantra, and it seemed to work
since our targets always seemed comfortably achievable. Looking back, I
recognize the many problems he was creating. His incessant game-playing
inevitably lengthened an already interminably long budgeting process, vir-
tually guaranteeing that nothing would be established before the start of
the following year. Was he really protecting us? No, his weak targets merely
served to limit our need to exercise creativity and search for breakthrough
solutions. No doubt there are those in your organization who are masters
of the budgeting game too.

Perhaps the most frightening shortcoming of the current budget process
is reflected in the fourth bullet point above: 60 percent of organizations
don’t link budgets to strategy. Think about that for a minute. The budget
spells out in painstaking detail what the organization expects to receive
and what it will spend in the months ahead. In eftect, this allocation is a
strong signal of what the organization truly values. If spending is not aligned
with the strategy, then just what does that demonstrate about priorities,
and how does the budget bring the organization any closer to achieving
its strategic goals? As disturbing as the 60 percent statistic is, it really should
not come as a surprise to us. Most organizations have separate processes
for business planning and budgeting and strategic planning. The strategic
planners are busy crafting the plan that will elevate the firm above its com-
petitors while independently another group is developing the operating
and capital budgets for the coming year. The problem with this approach is
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that human and financial resources are linked to short-term financial tar-
gets as espoused in the budget and not to the goals of the strategy. I spent
most of Chapter Seven discussing the merits of alignment. As troubling as
a lack of staff goal alignment is, unfocused spending is equally problem-
atic. Fortunately, by utilizing a cascaded series of Balanced Scorecards, your
organization can overcome many of the problems presented by today’s
budget process. A little later in the chapter I'll describe techniques for
using the Balanced Scorecard to drive the budgeting process, but now let’s
take a look at some other thoughts on revising the budgeting process.

BANISHING THE BUDGET

The topic of budgeting has been the subject of considerable study and debate.
Perhaps the greatest depth of knowledge and experience comes from a
group known as the Beyond Budgeting Round Table (BBRT). Formed as a
result of a partnership with the Consortium for Advanced Manufacturing
International (CAM-I), the BBRT seeks to develop management processes
appropriate for the modern enterprise. Not surprisingly, the BBRT sees
budgets as a major bane to the effective operation of all companies. Since
its inception in 1998, the BBRT has grown from a primarily European mem-
bership to establishing roots in countries around the globe.

The BBRT’s research focuses on answering a fundamental question: How
are leading companies that have abandoned, radically changed, or signifi-
cantly deemphasized their centralized planning and budgeting processes
now fulfilling their well-established purposes?® The answer, as supported by
the BBRT’s research findings, is that leading organizations have developed
new performance and management processes that do not rely on budgets
but instead focus on creating adaptive organizations based on empower-
ment and accountability. The BBRT’s poster child for corporate success
without budgets is the Swedish bank Svenska Handelsbanken. This 510-
branch bank, founded in 1871, has consistently delivered leading financial
performance despite changing economic tides. BBRT white paper authors
Jeremy Hope and Robin Fraser believe former Handelsbanken president
Dr. Jan Wallander has been key to the bank’s enduring success, saying that
he “is a real visionary who could see that the way large organizations were being
managed was fundamentally flawed”? And the key to his success? According
to Dr. Wallander himself, it was radical devolution supported by the dis-
mantling of the budget model. During his tenure, Wallander powerfully
transformed the Handelsbanken world by changing the culture, attacking
bureaucracy and top-down controls, and freeing individual managers to make
decisions concerning their businesses. Continuous improvement at the bank
is now driven by pressure to outperform competitors and peers on key mea-
sures of performance. Annual budgets and plans are nowhere to be found.
The results have been impressive: Costs are lowest in the industry, employee
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turnover is practically nonexistent, and a rate of 25 percent compound
total shareholder return has been achieved over the past 18 years. Other
organizations following the BBRT’s methodology have also fared well with
“early indications from over 200 companies showing that theve is a statistically sig-
nificant correlation between the BBRT model and competitive success’10

Rather than dismantling the budget process entirely, many organiza-
tions have turned to rolling forecasts to strike a compromise between the
need for planning and the desire for flexibility. Rolling forecasts generally
extend six quarters into the future and allow a stronger integration of
planning and budgeting than the typical calendar-year budget. Each quar-
ter the plan is reviewed, and executives are able to change directions or
fund strategic projects based on current business conditions. Managers are
likely to support rolling forecasts since they provide them with much-
needed flexibility in taking advantage of new opportunities as they arise.
That’s one of the key advantages of the rolling forecast. Often an organi-
zation will spot an opportunity in midyear but the set-in-stone budget,
which has already allocated every penny of discretionary spending, won’t
allow for the funding of what could turn out to be a competitive advan-
tage for the firm. Of course the converse is true as well: Utilizing rolling
forecasts provides companies with enhanced flexibility in heading off unfore-
seen challenges. The San Diego Zoo learned this firsthand when exotic
Newcastle disease, one of the most infectious bird diseases in the world,
reached Southern California two years ago. The zoo, which houses per-
haps the most valuable collection of birds anywhere, quickly mobilized into
action to protect its animals by shutting down public exhibits, changing
and cleaning staft uniforms daily, and even sanitizing the tires of arriving
delivery trucks. In all the Zoological Society spent over $500,000 on quar-
antine measures alone, an item that had not appeared in the annual budget.
The expense was well justified, however, as not a single case of the disease
reached the zoo’s cages. CFO Paula Brock credits the organization’s refore-
casting process with saving the day by allowing managers to redirect resources
to combat the deadly disease.!! Despite the advantages of rolling forecasts,
critics do exist. They contend that rolling forecasts are time-consuming to
prepare and may not completely eliminate the politicking and in-fighting
that so often characterizes the budgeting process.

Some organizations have actually decided to embark on a Balanced Score-
card implementation in order to retool, or even replace, the budgeting process.
SKF, a leading manufacturer of rolling bearings with manufacturing sites
in over 100 countries, is one such company. Back in 1995 with dissatisfaction
for the budget process growing ever stronger, SKF turned to the Balanced
Scorecard in order to “replace the budget, which was perceived as having largely
negative effects, while still retaining the positive features of a budget, e.g. setting targets
and discipline in meeting commitments”'?

Even if you are not quite ready to completely banish the budgeting process
from your managerial landscape, you would likely benefit from tinkering
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with or reengineering parts of the process. Let’s now turn our attention to
how you can use the Balanced Scorecard to align the allocation of resources
with your strategy.

STRATEGIC RESOURCE ALLOCATION
WITH THE BALANCED SCORECARD

Exhibit 8.1 provides an overview of the steps necessary to link the Balanced
Scorecard to the budgeting process. Most of this will look very familiar
since the preceding seven chapters covered most of these items in detail.

Based on the organization’s mission, values, vision, and strategy, a high-
level organizational Scorecard is built. That Scorecard contains a series of
linked objectives (which appear on the strategy map) and measures that
use cause-and-eftect relationships to tell the story of the organization’s
strategy. Focusing on the high-level Scorecard, business units, departments,
shared service units, and perhaps even individual employees develop their
own aligned Balanced Scorecards documenting how they will influence the

Exhibit 8.1 Linking the Balanced Scorecard to Budgeting

. . Internal
Financial
N Process
Perspective N
Perspective
Mission, Values, Objectives, Measures,
Vision, and Strategy Targets, and Initiatives
Employee
Customer Learning
Perspective it
Growth
Perspective
Balanced
Scorecard
Balanced Scorecards Drive Budgets Cascaded Balanced Scorecards

-

Operating and Capital Budgets | €«————

Investments necessary to support the Business units and departments develop
achievement of Balanced Scorecard Balanced Scorecards high-level objectives.
targets across the organization drive

the budgeting process.
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achievement of corporate goals. Each of these cascaded Scorecards will
not only contain objectives, measures, and targets in each of the four per-
spectives; they should also include the initiatives each group will pursue
in order to successfully meet their targets. These initiatives will entail the
allocation of resources, which are quantified and used to form the basis of
budget submissions. Sounds simple enough, right? Let’s break down these
steps beginning with the crucial topic of cascading.

Cascading Balanced Scorecards Sets the Stage
for Strategic Resource Allocation

Recall the worrisome statistic that 60 percent of organizations do not link
budgets to strategy. Just for a moment let’s give those organizations the
benefit of the doubt. There is a good chance they didn’t have the means
necessary to link their budgets to strategy. Being the typical top-down,
command-and-control organizations, they issued directives from senior
management and asked business units and departments to develop bud-
gets supporting those plans. So that’s what they did—using the same old
politics and game-playing that saw them through previous budget seasons.
Without Balanced Scorecards, the business units and departments had little
ways to show how they could impact an overall strategy. With a Balanced
Scorecard, however, the story changes significantly. Now units and depart-
ments from across the firm develop meaningful objectives and measures
that are a direct translation of Scorecards from higher levels.

A hallmark of the cascading process is the inclusive nature of the task.
No Scorecard can be built effectively in isolation. It is only through the
involvement of all those with a stake in the outcomes that valuable Bal-
anced Scorecards emerge. The same principle readily applies to budgeting.
With a Balanced Scorecard as the guide, managers are wise to solicit feed-
back and involvement of every employee when developing budgets. Some
have done just that. For example, at Supertel Hospitality, a Norfolk, Nebraska,
hotel franchiser with 63 properties, everyone participates in creating yearly
budgets. Housekeepers are even asked to project how much linen and other
supplies they’ll need and make a budget for those items. An executive at
the firm believes that the process contributes to lower turnover and higher
profits.!3 At the Canadian telecommunications company TELUS, employ-
ees in the operator services division are being assigned budget responsibility
in an effort to reduce the unit cost of operator-assisted calls. Managers say
the response has been “unbelievable,” with more than 10 percent being cut
oft the cost structure: “Just engaging people in making decisions is rewarding
in dtself’14

The cascaded Balanced Scorecards emerging from every facet of the
organization allow all employees to understand the firm’s direction and
participate in ensuring a successful outcome. Employees now possess an
all-important line of sight between what they do every day and how those
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actions affect organizational outcomes. The logical next step is determin-
ing what initiatives must be undertaken to meet Scorecard targets. It is the
Scorecard initiatives that forge the powerful link among budgets, Score-
cards, and, ultimately, strategy.

Balanced Scorecard Initiatives: The Glue
That Binds Budgets to Strategy

Chapter Six defined initiatives as the specific programs, activities, proj-
ects, or actions you will embark on to help ensure you meet or exceed your
performance targets. Initiatives are designed to close the gap between cur-
rent performance and that embodied in the stretch targets established. The
target is your end in mind for the performance measure, and to get there,
you need to determine what investments in initiatives are necessary to guar-
antee a positive outcome. Investments may be the key word in that sentence;
after all, what is a budget if not an exercise in determining appropriate
investments—in people, processes, technology, and so on? The key is to
ensure that the initiatives you decide to fund are strategic in nature and
will help you achieve the goals you have set to propel the organization for-
ward. Funding nonstrategic initiatives is not only a waste of valuable finan-
cial resources but will undoubtedly consume another precious resource: the
time and attention of already busy managers.

STEPS IN LINKING BALANCED SCORECARDS TO BUDGETS

The remainder of the chapter will outline the specific steps you can follow
to ensure that the budget you establish reflects your strategy. But first a
word on timing. Even if the budget process at your organization is crying
out for reengineering, and you are very eager for the Balanced Scorecard
to come to the rescue, it may not be feasible during year 1 of your imple-
mentation. If you are introducing the Scorecard for the first time, that
alone will supply a major challenge to the status quo of operations at your
company. As previously discussed, the Scorecard introduces an entirely new
framework for management, one that places strategy, not financial con-
trols, at the center of the organizational universe. Gaining the support and
commitment of your entire workforce will take some time, and attempt-
ing to forge a link between budgets and Balanced Scorecards, no matter
how great the potential rewards, may be a bit much for the typical com-
pany bandwidth to absorb. Most organizations I've worked with have waited
until the Scorecard management process is more mature and accepted as
part of the overall management strategy of the organization. Of course,
the time necessary to achieve this will vary with every organization. As a
general rule, you need a high-level Scorecard and a series of cascaded Bal-
anced Scorecards to effectively execute the budget/Balanced Scorecard link.
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Often this can be accomplished during year 2 of your implementation.
Having said all that, if you have developed Scorecards throughout the
organization during year 1 of the implementation and feel your company
is ready for more positive change, by all means take advantage of your
momentum and make the hugely beneficial link of Balanced Scorecards
to budgets.

Step 1. Plan Ahead

You probably already have a well-established budget process that includes
a very thick document distributed to all budget preparers throughout the
company. Use that device plus a variety of other communication forums
to get the word out about the “new” budgeting process that is driven by
the Balanced Scorecard. Audiences around the company must be prepared
for what lies ahead: the new processes and methods you will use to gen-
erate budgets that align spending with your strategy. As with every other
aspect of the Balanced Scorecard we have reviewed, it is imperative that
you provide ample assistance to those responsible for developing budgets.
Once again, your Balanced Scorecard team should form the first line of
assistance, providing training, guidance, and support.

Step 2. Develop or Refine the High-Level
Organizational Balanced Scorecard

The organizational Balanced Scorecard sets priorities for the company as
awhole, describing to everyone the key objectives and measures that signal
success. All subsequently cascaded Scorecards will align with the measures
appearing on this Balanced Scorecard.

Step 3. Build Cascaded Balanced Scorecards

Business units, departments, teams, and individuals develop Scorecards
that demonstrate how they can influence higher-level objectives and out-
line the specific indicators they will track. The Scorecards must include
both targets necessary for breakthrough performance and the specific ini-
tiatives that require funding to make certain those targets are met. Ideally,
the budget should support year 1 targets in a series aimed at achieving the
stretch goals you developed for each performance measure (see Chapter
Six for a review of target setting).

Each initiative appearing on the Scorecard should provide clearly stated
resource requirements: that is, the operating and capital dollars needed
to fully support them. This leads to a question: Will the Balanced Scorecard
for a specific business unit or department contain all the resource require-
ments necessary to operate the group? In other words, should typical budget
line items, such as salaries, benefits, supplies, travel, and the like, be split
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up among the initiatives appearing on the Balanced Scorecard? There are
different schools of thought on this subject. Kaplan and Norton suggest
that organizations should follow a method of “dynamic budgeting,” which
represents the combination of operational and strategic budgeting.!> The
operational budget is used to support the allocation of resources necessary
for recurring operations, while the strategic budget directs spending on
the key initiatives designed to close the gap between current and desired
performance on critical strategic drivers. Kaplan and Norton contend that
most of an organization’s spending will be determined by the operational
budget as a result of the large base of products and services currently exist-
ing within the firm. Others suggest that only one budget should be used
and that it should contain the entire mix of operational and strategic ele-
ments necessary to reflect a true picture of the organization. Following this
route forces the organization to critically examine current operations in
light of budget requests and to determine how operational expenses are
linked to strategic requests. This is obviously easier said than done, but there
are tools to assist in the calculation. Activity-based management techniques
are one way to examine current operations and determine which activities
actually drive costs within the organization. Using an activity view of orga-
nizational expenses may facilitate the allocation of current operations to
strategic initiatives.

Proponents of the one-budget school would also suggest that simply
thinking in terms of the linkage between current expenses and strategy
will foster important conversations within the organization and motivate
managers to contemplate how their day-to-day actions are contributing to
strategic results. Your choice of budgets will depend on the ability to accu-
rately assign ongoing costs to strategic initiatives, past attempts at changing
the budget process, and how senior executives feel about the subject. The
process described here works equally well for a strategic budget or one budget
encompassing both operational and strategic elements.

Related to this discussion is the issue of how you can ensure that senior
management will fund initiatives aimed at improving the leading indica-
tors of performance, the often “softer” measures, such as employee retention
and customer satisfaction. Every initiative should be supported by a valid
business case that includes how the initiative impacts a strategic goal as well
as the cost, timing, resources, and dependencies involved. Applying these
criteria to a nonfinancial indicator of performance might be challenging,
but it is certainly not impossible. Take the case of Fidelity Investments. It has
developed a number of innovative measures, such as management depth,
employee retention, and work climate, all aimed at improving employee
performance. To support requests for funding, the team demonstrates what
is “broken” at the organization, how the new measures would fix it, what
it would cost, and the expected savings from making the repairs. In effect,
they outline the return on investment (ROI) for each measure.!6 Your ini-
tiatives, whether they relate to hard or soft measures, should be accompanied
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by supporting documents that provide a justification for funding. To level
the playing field, everyone should use the same basis of evaluation when
rationalizing initiatives. Whether it is discounted cash flow analysis, inter-
nal rate of return, payback period, total costs, or a host of other potential
yardsticks, the key is to apply them uniformly across the organization. See
Chapter Six for more help in prioritizing initiatives.

Step 4. Compile Results

The budget process generates a lot of paper, no doubt about it. Even in this
so-called era of the paperless organization, the annual budgeting season
exacts a heavy toll on the tree population. Hundreds of spreadsheets pro-
ducing reams of analysis and countless iterations of budget submissions
serve to keep printers and photocopiers humming from August to Decem-
ber. In virtually every section of this book I've described problems and then
suggested how the Balanced Scorecard can step in and save the day. Not
this time. At least during the first year, using the Scorecard to drive the
budget process will definitely require some paper. Budget preparers must
be provided with templates they can complete to make the ultimate job
of compiling all spending requests a little easier. You can attempt to do this
electronically, but unless you are very advanced in the ways of paper con-
servation, you will be receiving most of your submissions on good old-
fashioned paper. The light at the end of the tunnel starts to appear in year
2 as the process matures. Those preparing budgets should become increas-
ingly comfortable with methods of filing Scorecard-related budget submis-
sions electronically. Also, software providers are creating new and exciting
programs aimed at expediting this process. Exhibit 8.2 presents a simplified
template that groups may use to record their budget submission.

In this example the Mortgage Lending department of a bank has out-
lined three initiatives it believes are crucial in achieving a 75 percent

Exhibit 8.2 Simplified Budget Submission Form

Business Unit/Department: Mortgage Lending

Resource Requirements

Measure Target Initiatives Operating Capital
Customer 75% Account officer $250,000 $175,000
Loyalty Rating training program
Affiliate marketing $125,000 $350,000
Customer information $150,000 $750,000

system




Irmgn.ir

232 Using the Balanced Scorecard to Strategically Allocate Resources

customer loyalty rating. (Keep in mind that this illustration shows just one
measure from the group’s Scorecard. It will have many more.) Everything
in the exhibit must have backup documentation for support, including the
detailed Balanced Scorecard for Mortgage Lending, a breakdown of the
specific elements comprising the initiative, and the related costs. These
details are necessary for executives to make an informed decision regard-
ing which initiatives to fund and which to defer.

Once all groups have submitted their proposals, budget requests may
be summarized according to specific Balanced Scorecard strategies or
objectives. Exhibit 8.3 provides a form designed for that purpose. Here we
see that one of our fictional bank’s strategies is to become customer focused.
To do that it has developed three objectives on the Balanced Scorecard:
increase customer loyalty, increase customer confidence, and increase flex-
ible solutions. The next column shows the bank’s current performance on
each of those objectives. Customer loyalty is green, which signals acceptable
performance; customer confidence is yellow, which raises a flag of caution;
and flexible solutions is red, meaning it is performing below target. The last
two columns provide a rollup of budget requests from around the organi-
zation related to the objectives.

Executives can use this simple form to determine where the majority
of spending requests are being directed and to take action to ensure there
is an appropriate balance in the allocation of resources. As customer loyalty
in the example is green, it is performing at a satisfactory level. Executives
must determine how much they are willing to spend to sustain this per-
formance. Similarly, they must determine how much to commit to flexible
solutions, which is currently performing below expectations. Customer con-
fidence is currently displaying yellow or cautionary performance. How much
should be spent to bring it in line with targeted expectations?

Exhibit 8.3 Budget Requests by Balanced Scorecard Strategy

Customer Strategy: Become Customer Focused

Current Budget Request Budget Request
Objective Scorecard Status  Operating $000s Capital $000s
Increase customer Green $XXM $XXM
loyalty
Increase customer Yellow $XXM $XXM
confidence
Increase flexible Red $XXM $XXM
solutions
Percentage of 44% 38%

total spending
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Step 5. Finalize the Budget

Once you have tallied the budget requests that have been generated from
groups around the organization, you will undoubtedly encounter a gap —
or perhaps a chasm: the difference between what you know you can afford
to spend, still meeting reasonable return on equity estimates, and the total
of requests submitted by budget-hungry business units and departments.
This is when things get interesting and the real value of using the Balanced
Scorecard to drive budgets comes to the fore.

To finalize the budget, each business unit leader should make a formal
presentation to fellow executives outlining the budget submissions from
her group; what they encompass, why they are strategically significant, and
how they will positively impact Scorecard targets. Everyone in attendance
during these presentations will be aware of the gap that exists between desired
and possible spending, and this sharing of information will be critical in
helping the executive team process information, engage in productive
dialog, and decide which initiatives are truly strategic and necessary. At this
point the process becomes iterative with executives reviewing and ques-
tioning the proposals, attempting to determine which are worthy of inclusion
in the budget. To ease the decision-making process somewhat, you may wish
to develop an internal ranking system for the initiatives you propose. You
can devise a simplified rating system to represent the potential impact of
removing a specific initiative on the Balanced Scorecard. For example, a
“1” might indicate an initiative that could be eliminated and have mini-
mal impact on the group’s ability to achieve its target. A “2” might translate
to an initiative that could be cut, but with a definite effect on the group’s
ability to meet targeted expectations. Finally, initiatives assigned a “3” could
represent those that are deemed crucial to the successful achievement of
Scorecard targets. The ratings will be necessarily subjective, but they will
serve as a powerful impetus for conversations centered on establishing spend-
ing priorities.

Benefits of Using the Balanced Scorecard
to Drive the Budgeting Process

The methods and techniques described in this chapter may appear very
simple; in fact, you may consider them too simplistic to work in your orga-
nization. I am intentionally advocating a rudimentary approach here. We
often benefit from questioning our exceedingly complex processes and get-
ting back to the core purposes represented by our actions. What is the funda-
mental purpose of a budget? To allocate scarce resources among a variety
of possible alternatives. What better way to do that than to use the Balanced
Scorecard, which is a direct and faithful translation of our strategy? Only
those initiatives that meaningfully contribute to the fulfillment of strate-
gic objectives should be undertaken. Many organizations are beginning to
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embrace the possibility of simplicity in organizational life and are ques-
tioning the core purposes of all corporate actions. For a number of years
Nova Scotia Power has conducted its annual budgeting process on a model
similar to that which I describe here. Rather than missing the complexity,
most of those involved welcome the elegant ease of linking the Scorecards
to budgets. One senior director says: “This is the best budget process we’ve ever
had. I simply develop a Scorecard, show what investments I need to fulfill my
targets, and submit that for approval.” Here are some other benefits accru-
ing to those who choose to let the Scorecard lead the way for developing

budgets.

o Reinforces your key strategies. Rather than taking last year’s budget and
adding or deducting a certain percentage, the Balanced Scorecard puts
strategy at the center of the budget cycle. Making strategy synonymous
with budget dollars is a great way to get a lot of people to stand up and
take notice. Your organization is a double winner. In order to prepare
effective budgets, managers and employees must firmly grasp the essence
of the strategy, which increases organizational knowledge and learning.
Second, and equally important, the budgets submitted demonstrate how
individual groups plan to have a real impact on the strategy.

® Reduces game-playing. Instituting a system like the Balanced Scorecard,
which features strategy as the key principle, reduces the likelihood of
the typical game-playing that characterizes traditional budgeting efforts.
Forcing everyone to demonstrate a direct link between their spending
plans and the strategy puts all the cards on the table, so to speak. Asking
for a little more and promising a little less just won’t cut it in this envi-
ronment sparked by producing commitments that display real strategic
value.

o Leads to cooperation. For any retooling of the budgeting process to work,
managers must switch their mind-set away from trying to hit their own
personal budget numbers and toward a team approach focused on meet-
ing the organization’s strategic objectives. The Scorecard facilitates this
switch in direction by encouraging an open dialog among all involved
on what represents the optimal mix of spending that will achieve broad
corporate goals. In fact, increased cooperation and sharing of infor-
mation is one of the key benefits to be derived from this process. Prior
to using a Scorecard-led approach, managers may be unwilling to share
spending plans, fearing any inappropriate disclosure could lead to a
reduction in funds. With the Scorecard in place, managers are encour-
aged to explore synergies among groups and look for ways that everyone
can achieve individual goals, which, when aggregated, will translate to a
win at the organizational level as well.

o [Facilitates learning. Organizations should carefully review the results
achieved from budget decisions. A postaudit review should be conducted
to determine if a certain initiative did in fact produce the expected
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benefit. Like the Scorecard itself, which is based on management’s
hypothesis of the relationship among performance objectives and mea-
sures, funded initiatives represent a hypothesis. They must be subjected
to the same rigorous testing as Scorecard objectives and measures to ensure
that the theory behind them is valid and producing results.

e Saves time. According to one recent study, the median number of days
to prepare the annual budget is lower for organizations that align their
plan with strategy (63 days) than for those that do not (80 days).!7 We
all know that the protracted nature of the budgeting process is a huge
drain on organizational resources; any reduction in the overall span of
time is a major step forward.

KEEP IN MIND

e The budgeting process that exists in most modern enterprises is strik-
ingly similar to the techniques originally developed over 80 years ago.
At that time markets were stable, customer choice was nonexistent, and
companies competed in local areas only. Given these circumstances,
budgets served very well in their primary function as control tools for
the early industrial pioneers.

¢ Today, as we move from control to empowerment as the central guid-
ing force of organizations, many are questioning our reliance on this
seemingly antiquated tool. Today’s budgeting and planning process is
burdened by time-consuming details, game-playing, and general dis-
satisfaction on the part of executives, managers, and employees alike.
However, the most troubling aspect of this process is the lack of alignment
between spending as outlined in the budget and organizational goals
as demonstrated in the strategic plan.

e As organizations have grown over the past decades, separate functions
have emerged to control what should be two interdependent processes.
Strategic planners focus on developing plans to lead the organization
into the future, while business planners and budgeters independently
develop operating and capital plans.

e Budgets have increasingly come under the microscope in recent years,
and some organizations have taken radical action to improve their processes.
The Beyond Budgeting Round Table (BBRT) suggests new performance
and management processes that eradicate a reliance on budgets and
instead focus on creating adaptive organizations based on empowerment
and accountability.

¢ Rolling forecasts have been hailed by proponents as a vast improvement
over the typical budgeting process. These (generally) six-quarter forecasts
provide flexibility to executives eager to take advantage of emerging
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opportunities. While an improvement, rolling forecasts are not a panacea
for the budgeting process. They are time-consuming and may not elim-
inate game-playing and turf protection typical during budget time.

¢ Organizations can use the Balanced Scorecard to develop budgets that
place strategy at the center of the process. Spending is dictated by the
ability to influence strategic goals rather than a simple recalculation of
the previous year’s submission.

¢ Five steps are necessary to use the Balanced Scorecard to drive the bud-
geting process. During step 1 organizations must plan their attack and
widely communicate their intention of having the Scorecard lead the
budgeting process. Balanced Scorecard team members must be active
in the education and communication efforts which follow. In step 2 a
high-level organizational Scorecard should be developed (or updated) to
begin the actual process. This document provides the necessary means
for the development of cascaded Scorecards throughout the firm, which
forms the basis of step 3. These Balanced Scorecards include not only
objectives and measures, but also the targets and initiatives necessary
to achieve success on Scorecard indicators. The investments needed to
support the initiatives are used in making budget submissions that directly
impact strategy. During step 4 results are compiled from across the orga-
nization. Executives can use simple tools to ensure that spending is
appropriately balanced on the critical success factors imperative to dri-
ving the strategy. The budget is finalized during an iterative process of
analysis and dialog in step 5. Executives advance their spending require-
ments and engage other senior managers in discussions regarding the
strategic impact of their requests.

¢ Placing the Balanced Scorecard at the forefront of budget development
offers many benefits. Key strategies are reinforced as a result of the
knowledge and analysis necessary to draft budgets that link spending
to organizational objectives. Game-playing is significantly reduced since
budget preparers must demonstrate a clear connection between spend-
ing appeals and strategy. Not only are politics mitigated, but coopera-
tion is fostered. Business units and departments seek synergies to ensure
their funding is approved. Learning is accelerated as organizations use
actual Scorecard results to begin questioning the assumptions surround-
ing initiatives in the budget. Finally, linking budgets to strategy reduces
the amount of time necessary to produce an annual plan.
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CHAPTER 9

Additional Balanced Scorecard
Linkages: Compensation and
Corporate Governance

Roadmap for Chapter Nine An anonymous sage once noted: “Money is
the root of all evil.” To which George Bernard Shaw wittily retorted, “Lack
of money is the root of all evil.” 1 think we can probably all point to evidence
of both. Regardless of where you stand on this issue, one thing is clear:
Organizations have in the past and will continue in the future to reward
excellence with the allocation of monetary rewards. This chapter will inves-
tigate how the Balanced Scorecard can be profitably linked to your incentive
compensation system.

We begin by tackling an age-old question: What motivates people in the
workplace? Is it the fulfillment resulting from a job well done that drives
satisfaction, or does the promise of a regular paycheck bring us back day
after day? We’ll see that the increasing use of incentive compensation plans
can pay dividends for your Balanced Scorecard program by providing addi-
tional education and support opportunities.

More than any other aspect of the Balanced Scorecard, the linkage to
compensation is extremely variable and customizable. A seemingly end-
less stream of possible programs will greet every organization making the
decision to tie rewards with performance. This chapter includes an over-
view of the critical planning and design elements you must consider when
constructing your own Balanced Scorecard link to compensation. The choice
of design is ultimately yours; however, the chapter also provides you with a
number of alternatives currently in use at leading Scorecard organizations.

Since the passage of the Sarbanes-Oxley Act in 2002, following a spate
of high-profile business scandals, organizations have spent billions of dol-
lars and millions of man-hours complying with the new regulations. Has the
administrative burden forced on the backs of corporations led to improved
governance and safer waters for investors? At this point, the results are mixed.
Many pundits suggest the answer to reform lies partially in providing boards
with greater insights into corporate activities and value-creating processes;
if so, the twenty-first-century board would be well served using a Balanced
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Scorecard approach. In this chapter we will examine the cries for change heard

round the world and consider a template that boards can use to construct
their own Strategy Map of performance objectives.

A QUESTION OF MOTIVATION

I have a friend who loves to work on old cars. Nothing makes him hap-
pier than getting up at the crack of dawn on a Saturday morning, taking
a hot cup of coffee out to the garage, and settling in under the hood of
his latest project. He gets lost in the challenge of rusty old parts that lie
before him, and before he knows it the sun is setting. Nobody is paying him
to spend his time in the garage toiling over cars that will never produce
a dime of payback for him. He does it purely for the joy it brings to him.
In other words, he is intrinsically motivated to perform the work. To get
me out there is another matter entirely. Someone would have to offer a
very large inducement for me to spend my Saturdays cooped up in a garage
surrounded by dilapidated auto parts. I would require extrinsic motiva-
tion to perform the same work.

The debate over intrinsic versus extrinsic rewards and motivation has
been raging for decades. Intrinsic rewards may produce fulfillment and
a sense of pride, while extrinsic rewards hold the possibility of sharpening
our focus on what must be done in order to succeed. Interestingly, a signi-
ficant body of evidence suggests that extrinsic rewards can impede intrinsic
motivation. For example, researchers Mark R. Lepper and David R. Green
watched school-age children at play to assess what they most enjoyed
doing. Soon after they began giving each child a reward every time he or
she engaged in the preferred activity. In every instance, the child’s inter-
est rapidly decreased when an award was involved. In a second study, the
researchers provided a prize to adults who successfully completed a puzzle.
Once again, interest in the activity plunged when an award was present.!
On a broader stage, it appears that more money in our lives does not increase
happiness. Between 1957 and 1990 per-person income in the United States
doubled, taking inflation into account. During that same period rates of
depression rose nearly tenfold and the incidence of alcoholism, suicide,
and divorce all grew dramatically while reported levels of happiness failed
to increase.?

Applying the intrinsic versus extrinsic motivation debate to the orga-
nizational world means reducing it to a fundamental question: Why do
people work? Is it rewards, money, and other forms of compensation that
provide the impetus for our daily trek to the workplace? Or do we per-
form our duties out of a sense of self-fulfillment and pride? According to
most pundits, the latter is the prevailing rationale for engaging in work.
They suggest that while extrinsic motivators may work in the short term,
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their long-term viability is very limited since they fail to satisfy basic human
needs, such as fulfillment and meaning. I have mixed feelings on this
topic. On one hand, I know from personal experience that working on an
interesting and meaningful project with dedicated and talented people who
share common goals is extremely rewarding. As Robert Louis Stevenson
said in 1882, “When a man loves the labor of his trade beyond any question of
success or fame, the gods have called him.” On the other hand, I have a mort-
gage payment that comes due every 30 days, and “meaning and fulfillment”
don’t mean a thing at the bank. The discussions and arguments over this
topic will most likely continue for decades to come.

You may or may not subscribe to the merits of extrinsic motivators, but
the fact is that more and more companies are turning to reward systems
as they look to gain an advantage over competitors. Hewitt Associates
discovered in 2001 that 78 percent of surveyed businesses have at least one
type of variable pay plan in place, up from 70 percent in 1999 and 47 per-
cent in 1990.% In a consistent finding, the Society for Human Resource
Management (SHRM) discovered that 69 percent of companies offer some
type of incentive compensation. In the years ahead we can expect to see
those numbers creep ever higher if the results of one recent study reported
in CFO IT magazine are any indication. The authors asked these questions
of respondents: “What are the top three drivers of your employees’ effec-
tiveness/performance?” The number-one response, offered by 66 percent
of those surveyed, was compensation and other rewards. The second ques-
tion was: “If you wanted to increase the value your company derives from
its workforce, where would you focus?” Again, compensation was the most
popular answer with 61 percent of respondents stating a link between com-
pensation and metrics as the driving force to generating greater value.’

This increase in incentive pay plans could have a positive impact on the
acceptance of the Balanced Scorecard at your organization. In a recent
study of leading Balanced Scorecard—adopting companies, the author found:
“Surveyed companies . . . have been most successful in securing high levels of
awareness and acceptance of the Balanced Scorecard at the executive level. Aware-
ness and acceptance among business unit leadership was also shown to be high,
but at the management, professional and operational/support levels, greater diffi-
culty was clearly being experienced in reaching satisfactory levels of acceptance.”®
Cascading the Balanced Scorecard will obviously alleviate this deficiency
of awareness, but linking the Scorecard to compensation is another power-
ful means of substantially boosting employee knowledge and support of the
Scorecard.

Thirteen of the 15 companies included in the study have linked pay to
their Balanced Scorecard system. While each used different processes and
specific programs, they all share a common belief that aligning em-
ployee rewards with the achievement of Balanced Scorecard measures is
a powerful mechanism for generating focus on what is important to the
organization. This is especially the case in lower levels of the company,
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where clear lines of sight between daily employee actions and overall goals
are sometimes blurry at best. Linking the Balanced Scorecard to your com-
pensation system makes crystal clear what is valued and what outcomes are
necessary to achieve performance rewards.

Some will argue that aligning rewards to Balanced Scorecard targets pro-
vides merely extrinsic motivation and could possibly hamper innovation,
creativity, and fulfillment. A more optimistic, and pragmatic, view illumi-
nates another possibility. Linking the Scorecard to compensation is simply an
added bonus (pun intended) that completes a true win/win arrangement.
Simply developing the Balanced Scorecard and sharing it with employ-
ees across the organization holds the strong prospect of increasing intrinsic
motivation. Employees, possibly for the first time, now have the oppor-
tunity to gain an in-depth knowledge of the company’s strategy and define
the role they will play in its achievement. Developing the Strategy Map,
brainstorming performance measures, and questioning the hypothesis that
underlies the Scorecard are all intellectual tasks that serve to stretch the
cognitive and organizational abilities of every employee participating in
any level of Scorecard development. There is little doubt that knowledge
and involvement are powerful levers in enhancing intrinsic motivation.
The Balanced Scorecard offers the possibility of both. Providing extrinsic
rewards should not lead to the erosion of motivation produced by devel-
oping the Balanced Scorecard. Rather it acts as a laser, focusing the attention
of all employees on the critical drivers of organizational success. The two
motivational factors work together in this scenario. Involving all employees
in the development of Balanced Scorecards increases intrinsic motivation,
which is used to develop breakthrough solutions in the achievement of
Scorecard targets. Exceeding the targets then translates into performance
rewards to be shared by all those who made the valuable contributions nec-
essary for success.

DESIGN ATTRIBUTES TO CONSIDER

No two Balanced Scorecard implementations will be completely alike. Each
and every organization choosing to use the Scorecard system will manip-
ulate the tool to fit individual culture, current managerial processes, and
the state of organizational readiness for such a major change initiative.
Linking the Scorecard to compensation will result in even greater individual
differences. Historical pay preferences, possible presence of union contracts,
and the variety of job classes are but a few of the many factors affecting
the incentive pay decision. Let your creativity soar here and you will be
rewarded with a program that cements focus and alignment toward your
overall goals. When the going gets tough, think of those traveling the
Scorecard path before you, 86 percent of whom agreed or strongly agreed
that the Scorecard should be linked to compensation in order to help sup-
port appropriate behavior.”
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To assist you in designing a customized system, here are some issues
to consider. Note that all references to compensation refer to “variable”
or “incentive” compensation. Base salary is normally not affected by the
Balanced Scorecard.

Planning the Compensation Link

e Purpose. What is the overall purpose of your linkage of compensation
to the Balanced Scorecard? What specific behaviors are you attempting
to encourage or discourage? How will the new pay plan affect the culture
of the organization? Having an overarching purpose in mind will help
guide your efforts in a direction that best suits your individual needs.

o Communication. Steven Covey has referred to employee compensation as
rice bowl issues. Messing with someone’s rice bowl, whether in a positive
or negative vein, is bound to stir up a lot of interest. There tends to be
an air of controversy surrounding even the most well-intentioned com-
pensation schemes, so it’s in your best interests to communicate the
specifics of the plan to your entire employee audience as soon as the
plan is developed. Actually, the plan should be reviewed and discussed
with employee focus groups even before it is developed. You must ensure
that employees believe the plan is fair and equitable. Communication
efforts not only enlighten everyone as to the compensation plan but may
also be used to demonstrate the value and benefits to be derived from
using the Balanced Scorecard as a key component of your overall man-
agement system.

e Development. Who will be involved in the development of the new pro-
gram? As with all other aspects of the Balanced Scorecard, you should
attempt to involve a variety of participants in the design of your new pay
program. The different perspectives and functions represented will help
ensure the new process is perceived as fair and equitable throughout
the company. Perceived fairness is an issue that should not be taken
lightly. Research of pay programs at a variety of companies has demon-
strated that employees are more concerned with the equality and fairness
represented by the program than they are with the actual amount of
monetary rewards available.

o System review. There is a lot at stake with your compensation plan, and
once up and running it is certain to be closely watched by all employees.
Make it clear from the outset that you plan to review the entire program
within 12 months of its initial launch. Stating this forthrightly from the
beginning will send a strong signal that you are committed to making
any adjustments to ensure that the plan functions as anticipated in a
manner that has everyone’s best interests at heart. This way if modifi-
cations must be made, they will not be perceived as changing the rules
in midstream or altering the program to stack the deck in management’s
favor.
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Design Elements

e Timing. You may be eager to link rewards to performance and consider
establishing the bond in the first year of your implementation. How-
ever, you must consider a number of issues prior to launching the program.
The primary concern relates to the measures you have selected for your
initial Balanced Scorecards. As we have discussed, the performance mea-
sures represent a hypothesis, or your best guess, as to what it will take
to execute your strategy. Most organizations I work with make changes
to their original Scorecard objectives and measures as their implemen-
tation progresses along the path to maturity. Linking pay to measures
that may or may not stand the test of time is a dangerous proposition.
Employees will be motivated to achieve the targets you establish, and
as we’'ve all heard, “You get what you measure.” Can you afford to pay
for results that don’t necessarily assist you in fulfilling your strategic
objectives? Another issue is data collection. The Scorecard often results
in the development of brand-new performance measures for which
no reliable data source is available. Obviously you do not want to link
rewards to measures you cannot accurately report. In addition to the
possibility of inaccurate data, you may not have the requisite systems
to manage the pay program. Variable compensation is among the least
automated items on a typical profit and loss statement, but given the
potentially volatile swings of payouts, you need ways to track your com-
pensation liability accurately.

o Involvement. Will every employee be eligible for participation in the new
pay program, or is involvement limited to certain categories of your
staff ? Many organizations will pilot the linkage of compensation to the
Balanced Scorecard with their executives. This approach certainly has
merit since the senior team was most likely involved in the development
of the Scorecard and has a vested interest in the outcomes of all per-
formance measures. However, it is often the lower levels of the organization
who lack awareness and knowledge of the Balanced Scorecard. Extend-
ing the pay program to all employees greatly enhances the likelihood
of increasing knowledge and advocacy of the Balanced Scorecard. Related
to the issue of involvement is the question of whether incentive pay should
be awarded to individuals or groups. Awarding individuals recognizes
outstanding achievement and can motivate excellent performance in the
future. However, most organizations today rely heavily on interdepen-
dence and the sharing of information across the enterprise. In such an
environment, rewarding individuals could potentially impede the knowl-
edge sharing and collaboration necessary to generate innovative solutions.
Practitioners are mixed on this point. Some provide only group rewards
in an effort to stimulate teamwork and collective accountability; others
provide a mix of individual and team rewards.

o Number of performance measures included. Psychologists suggest that we
humans have difficulty concentrating on more than seven items at any
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given time. Have you ever noticed how many things seem to involve the
magical number seven? Consider the Seven Habits of Highly Effective
People and the seven deadly sins. Does this mean we should limit to less
than seven the number of performance measures linked to compensa-
tion? Some would say yes, and suggest that a lesser number of measures
is yet another way to sharpen focus on the critical drivers of success.
No magic number exists, but when initially creating the Scorecard-to-
compensation link, most practitioners will limit the number of measures
impacting pay, often choosing one measure from each of the four per-
spectives. Some even restrict the bond to one key metric. In the mid-
1990s, Continental Airlines determined that the key to its turnaround
was on-time departures and paid a $65 cash bonus to all nonmanage-
ment employees in any month in which the company was in the top five
of U.S. carriers on the measure.

o Perspectives of measures. Not only is the number of measures linked to
compensation an element for consideration, but the type of measure
must also be contemplated. Will you attach rewards to the achievement
of only the most verifiable and objective indicators, normally repre-
sented by financial measures, or will meeting targets of measures in
other perspectives also lead to rewards? In one study focusing on the
linkage of compensation to the Balanced Scorecard, it was discovered
that leading Scorecard organizations are aligning rewards with measures
from all four perspectives. However, the weights assigned to each per-
spective were not always equal. Most respondents applied a heavier
weight to Financial measures, which averaged about 40 percent of the
potential reward. Customer, Internal Process, and Employee Learning
and Growth perspectives were weighted approximately 20 percent each.®
Deciding to include nonfinancial measures in your calculation can
heighten the challenges associated with the process. While you would like
your nonfinancial indicators to focus on outcomes, a key benefit of the
Scorecard is the articulation of leading indicators of performance that
are not always outcome based. For example, you may hypothesize that
“hours spent with customers” is a leading indicator of “repeat purchases.”
However, aligning compensation with “hours spent with customers” could
lead salespeople to spend unnecessary time with nonpurchasing cus-
tomers simply to boost the chance of receiving an incentive award.
Incentives should be balanced so that both leading and lagging indi-
cators of performance are appropriately represented and lead to the
outcomes you desire.

o Measure timing. Another measure-related consideration is whether rewards
should be linked to short-term or long-term performance. Some argue
that the Balanced Scorecard is a tool for sustaining success over the
long term (an assessment with which I obviously agree ), and thus a true
indication of success is best measured by examining enduring accom-
plishment. Additionally, by linking rewards to long-term success, there
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is no incentive to sacrifice long-term benefits for the sake of achieving
a short-term gain. Others point to the motivational benefit of providing
more frequent rewards along the path to long-term prosperity. Propo-
nents of this camp suggest that generating positive Scorecard results and
sharing the rewards with employees on an annual or even more frequent
basis serves to strengthen the commitment of all participants to the
achievement of strategic goals.

»  Performance thresholds. Some believe that paying incentives on individ-
ual measure results when overall organizational objectives have not been
met obscures the focus needed from all employees. For that reason some
organizations will not distribute any rewards unless a predetermined
standard or cap is met. Normally this hurdle is represented by a high-
level financial metric, such as return on equity. This approach ensures
that all employees know very well what the key driver of success is for
the organization and helps them align their efforts in exceeding it. How-
ever, the problem with this course of action is that employees may feel
bitter or resentful if for reasons beyond their control a high-level finan-
cial objective has fallen short while other performance goals are met.

= Funding. Don’t forget this very pragmatic element of any compensation
plan—from where does the money flow? Will the potential payouts asso-
ciated with exceeding Scorecard targets be funded from the firm’s bud-
get, or do you expect savings generated from the Scorecard to self-fund
the incentives? And just how much do you plan to offer in incentives?
Involving both your executive team and the professionals in your Human
Resources department will help you develop solutions to these issues.

METHODS OF LINKING THE BALANCED
SCORECARD TO COMPENSATION

As noted earlier in the chapter, you have virtually unlimited choices when
making a link from the Balanced Scorecard to compensation. The many
permutations and combinations of award triggers, measures, and potential
outcomes are staggering. Organizations pursuing this link will undoubt-
edly travel many different routes but all arrive at the same conclusion:
Aligning rewards with Scorecard results leads to increased attention on the
critical drivers of the organization. Let’s examine some of the methods used
to combine Scorecard measures and compensation.

Basing Rewards on Overall Results

The simplest method of tying Balanced Scorecard performance to rewards
is using the highest-level organizational Scorecard as the barometer of
success and arbiter of bonuses. Under this scenario a certain percentage
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of incentive compensation is available to employees, should the organi-
zation achieve some or all of its goals. Each measure on the high-level
Scorecard is assigned a weight, with total weights across the four perspec-
tives summing to 100 percent. Financial targets often receive a higher weight,
reflecting the value management continues to place on achieving fiscal
success. As results are tracked, percentage payouts are calculated and dis-
tributed. Depending on the level of program sophistication, this allocation
of rewards may take place monthly, quarterly, semiannually, or annually.
Here is an example of how the program might work. Let’s say an organi-
zation is willing to extend a 10 percent annual bonus (of base salary) to
employees based on Scorecard results. The company tracks a total of eight
measures across the four perspectives, as shown in Exhibit 9.1.

Final results are reported at year-end, and the employee bonus is cal-
culated as shown in Exhibit 9.2.

The organization achieved its return on equity target. Since that target
makes up 30 percent of the total weight of all measures, employees will
receive 3.0 percent of their base salary based on that result. Based on the
positive Scorecard results achieved, the total award adds up to 7.5 percent
of base salary. In this example the payout is conducted annually. However,
to ensure that employees remain locked in on overall goals, the organization
would be wise to provide regular (perhaps monthly) feedback on Scorecard
results.

The simplicity of this method makes it very transparent and ideal for
communication to the entire workforce. Because Scorecard results are mon-
itored throughout the year, they form the basis for strategic conversations
from top to bottom within the firm. Issues associated with this technique

Exhibit 9.1 Sample Targets

Perspective Measure Target  Weight
Financial Return on equity 15% 30%

Revenue growth 25% 10%
Customer Customer satisfaction 75% 15%

Repeat purchase percentage 80% 5%
Internal Processes  On-time delivery 90% 10%

Manufacturing efficiency 85% 10%
Employee Learning Competency attainment—percentage 70% 12%
and Growth of employees gaining 3 new

competencies

Employee turnover 5% 8%
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Exhibit 9.2 Sample Payment

Perspective Measure Target Weight Actual Payout

Financial Return on equity 15% 30% 16.5% 3.0%
Revenue growth 25% 10% 20% 0

Customer Customer satisfaction 75% 15% 77% 1.5%
Repeat purchase 80% 5% 75% 0
percentage

Internal Processes On-time delivery 90% 10% 85% 0
Manufacturing efficiency 85% 10% 85% 1.0%

Employee Learning Competency attainment— 70% 12% 75% 1.2%

and Growth percentage of employees

gaining 3 new competencies

Employee turnover 5% 8% 4% 0.8%

Total Payout 7.5%

include the degree of stretch involved in the targets and the lack of any
thresholds that must be achieved before bonuses are awarded. Using this
method of incentive compensation, it is conceivable that employees will
receive a bonus whether the firm achieves its overall financial objectives
or not. This could send a message inconsistent with the theory of the Bal-
anced Scorecard, which asserts that positive results on measures in the lower
perspectives will drive improved financial performance.

Driving the Link to All Levels of the Organization

Many Scorecard-adopting organizations put tremendous energy into estab-
lishing the all-important line of sight from individual action to overall
goals. This process of cascading not only informs employees how they can
influence results, but also serves as a powerful mechanism for using the
Balanced Scorecard as a true strategic management system. In Chapter
Eight we reviewed how a series of cascaded Balanced Scorecards may be
used to launch the strategic allocation of resources that ensures that budget
requests align with strategy. In this section we discuss the use of cascaded
Scorecards as the springboard for making a connection between the Score-
card and compensation. In contrast to the approach discussed earlier,
which relied on overall corporate results to dictate bonus allotments, using
the cascading technique aligns awards with results that hit closer to home
for employees. Cascading displays how individual employees are able to



Irmgn.ir

Methods of Linking the Balanced Scorecard to Compensation 249

influence higher-level goals, and the associated compensation link demon-
strates the rewards that await outstanding performance at the business unit,
department, or individual level.

Nova Scotia Power Inc. is one organization that used the cascading method
of linking the Balanced Scorecard to compensation. The utility’s Score-
card implementation had proven very successful even from the earliest
stage of development. However, managers continually noted that until the
new system was linked to paychecks, it would never become “real” in the
minds of most employees. Senior management took this advice to heart
and developed a system of incentive compensation that aligned rewards
with the successful achievement of Balanced Scorecard targets.

The first level of compensation cascading at Nova Scotia Power took
place when each member of the executive team developed a personal Bal-
anced Scorecard based on the corporate Scorecard. The weights assigned to
each perspective and associated measures were relatively balanced; how-
ever, each executive overweighted those areas in which he or she was
best able to contribute. For example, the vice president and chief finan-
cial officer developed a Scorecard with representative measures in each
of the four perspectives, but the Financial perspective and related measures
were assigned the greatest weight, given the nature of the CFO’s work and
its impact on these critical indicators. Similarly, the vice president of Sales
and Marketing overweighted the Customer perspective. Scorecards devel-
oped at the executive level contained a mix of measures, some pulled directly
from the corporate Balanced Scorecard and others describing how the
executive would influence the corporate indicators. Rather than using one
target for each measure, three were developed, with each indicating increas-
ing degrees of stretch. Percentages of base salary were linked to each measure,
representing its degree of difficulty. A threshold target stood for minimum
acceptable performance on the measure. No incentive compensation would
be paid on a measure for which the threshold was not achieved. Midpoint
targets represented better-than-average performance and therefore war-
ranted increased rewards. Finally, stretch targets were considered best in
class and required significant effort to be met. Therefore, additional incen-
tives awaited their achievement.

Balanced Scorecards were then developed at the business unit, depart-
ment, and individual level of the organization. As with the executive Score-
cards, every group or individual assigned weights to each perspective and
measure and developed corresponding threshold, midpoint, and stretch
targets. All Scorecard measures and targets were reviewed and approved
by management to ensure adequate coverage of corporate strategic themes
and achievable yet challenging targets. Nova Scotia Power wanted to leave
no doubt in employees’ minds that meeting their return on equity target
was critical for the ongoing success of the organization. Therefore, they
decreed that no incentive awards would be paid unless the corporation met
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this financial target. This message served to galvanize employees around
meeting their own Scorecard targets, which they knew from cascading
experience would help drive the overall corporate results.

Competency-Based Pay

Compensation firm Towers Perrin has reported that while only 8 percent of
surveyed organizations currently use competency-based pay systems, a whop-
ping 78 percent plan to implement such a system in the near future.? As
the world of work continues to evolve from machines to knowledge, the
focus on competencies appears to make sense. Organizations have squeezed
practically every last drop out of process improvement and reengineering.
What is left but the greatest source of productivity enhancements of all:
human knowledge. Competency-based systems, with their painstaking
attention to the attributes and behaviors necessary to compete effectively
in today’s environment, can drive the changes organizations need to suc-
ceed. Basing pay on competencies is a dramatic shift from the old world of
seniority-dependent pay.

As we saw when discussing the Employee Learning and Growth per-
spective earlier in the book, all employees can use the Balanced Scorecard
to track the addition of key competencies. As a logical extension, incen-
tive compensation may be directed toward the acquisition of competencies.
Employees who can demonstrate that they have been able to add new com-
petencies to their repertoire are allotted an incentive award. One potential
drawback is the concern that an exclusive focus on competencies may lead
to lesser concentration on actual performance results. Therefore, a caveat
when considering this approach is that pay for competencies must be
balanced with results, especially in the short term. Other measures on the
Balanced Scorecard can be used to provide a balance between new skills and
attributes and the results they collectively produce.

Gainsharing

Gainsharing is an improvement system that relies on employee actions
to enhance organizational results. Key measures of performance are devel-
oped and targets for improvements or cost savings are agreed on. Any
savings generated from the improved results are shared with employees
through incentive bonuses. Gainsharing experts suggest that organizations
engaging in this technique “must be willing to engage in at least some form
of employee involvement that shares business information, educates employees
in the economics of business, and encourages suggestions. Without moving infor-
mation, knowledge, and power downwanrd, it is unlikely that a significant line of
sight will develop and that the plan will be successful.”'° Sounds to me like they
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are saying that a Balanced Scorecard is needed to make gainsharing work.
The Scorecard involves employees in its design, provides unlimited edu-
cational opportunities, encourages suggestions through the questioning of
assumptions, and creates a powerful line of sight.

Performance measures developed for the Balanced Scorecard can serve
as the guiding force behind a gainsharing program. Each of the four per-
spectives may contain measures that have an economic element and can
be used to drive cost savings throughout the organization. As Scorecard
results are tracked over time, any savings can be distributed to employees in
the form of incentive compensation.

Nonmonetary Rewards

A recent study conducted by Mercer Human Resource Consulting discov-
ered that 70 percent of companies now use some type of nonmonetary
recognition for incentive rewards.!! As powerful as the lure of a pocketful
of greenbacks can be, sometimes it helps to have a tangible reward in front
of us to focus our attention on something we can see, feel, and grasp.
That’s what Goodyear found a few years back when it sponsored a cam-
paign to improve tire sales. Two large employee groups were monitored;
one was offered monetary rewards, the other was offered merchandise. The
group receiving tangible rewards outperformed the cash awards group by
nearly 50 percent.!? Programs of this nature appeal to a basic desire of
people to want what we don’t have. While a cash bonus is nice, chances are
the prudent voice in our head will scream that paying down some debts
with the windfall or starting a child’s college fund is the only thing to do.
But when management dangles a flat-screen TV in front of us, it’s diffi-
cult not to picture ourselves curled up on the sofa channel-surfing to our
heart’s content. For some people, that physical product creates more desire
and attention than the ephemeral joy of cash and makes nonmonetary
rewards a worthwhile supplement to cash bonuses.

For some companies the idea of a cash-based incentive program makes
great sense, but union contracts prohibit the use of such tools. In these
circumstances creative teams have developed innovative ways of recog-
nizing employee and organizational success without distributing the usual
monetary award. Kaplan and Norton describe the case of Texaco Refinery
and Marketing Inc. (TRMI).!® Constrained by their union agreements,
this organization turned to a points program to reward success. Points, each
with a par value of $1, were awarded based on plant-wide, work-group, team,
and individual results. The accumulated points could be redeemed for
merchandise, travel, and retail awards. Results were swift and dramatic. In
the very first year of the plan, two plants set records for utilization, expense
reduction, and safety.
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THE BALANCED SCORECARD AND
CORPORATE GOVERNANCE

A Wake-up Call for Change'*

I can add little to the flood of articles, editorials, television shows, books,
and even movies portraying the devastation wrought by the collapse
of once-revered corporate high-flyers like Enron and WorldCom. While
management malfeasance was promoted to an elevated art form at these
companies, it is clear that their boards were not functioning at the required
level to safeguard investors or employees. At Enron the failing took place
principally within the board’s audit committee, while at WorldCom the will-
ingness of directors to approve lavish loans and compensation proved to
be the weak link that would result in the company’s undoing. Bankruptcy
proceedings typically follow these ignominious lapses, and while such events
are demoralizing at any company, regardless of their size and scope of
operations, when you’re talking hundreds of billions of dollars and the loss
of thousands of jobs, the results can be cataclysmic.

What Boards of Directors Really Need

In the wake of the debilitating scandals plaguing the corporate world, the
U.S. government has enacted some of the toughest securities and gover-
nance legislation to hit business since the 1930s. The headliner of this wave
of government intervention is the much-discussed and debated Sarbanes-
Oxley Act of 2002. Undoubtedly the act has our best interests at heart, but
as the law of unintended consequences is ever-present, it has also spawned
many significant challenges for organizations attempting to comply with
its prodigious sections and subsections. The primary challenge is simply
finding the time and resources to complete the tasks mandated by Sarbanes-
Oxley; some organizations have suggested that thousands of hours must
be dedicated to the task on an annual basis. AMR Research says that com-
panies will spend $6.1 billion overall in 2005 to meet Sarbanes-Oxley
requirements. '3

It is still too early to tell whether these reforms are leading to a reduc-
tion in corporate malfeasance, but at the very least it would be comforting
to learn that perceptions were changing. Sadly, that is not necessarily the
case. In conjunction with the Directorship Search Group and the Institu-
tional Investors Institute, consulting giant McKinsey surveyed 150 U.S.
corporate directors serving as members of boards of more than 300 public
companies across all economic sectors and 44 U.S.-based fund managers
with a total of $3 trillion in assets under management on the topic of board
governance. Asking “To what extent have recent reforms improved Board
governance?” 63 percent of the directors and 83 percent of the fund man-
agers replied “a little or moderately.”!® And most directors simply aren’t
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happy about the law; 72 percent of U.S. directors say it has made their
boards “more cautious” rather than “better.”!7 Considering the thousands
of person-hours and billions of dollars dedicated to compliance with these
new standards, these findings are discouraging to say the least.

Perhaps the heavy hand of the law is not all that is required in imple-
menting the massive changes necessary to restore trust and confidence in
corporate governance. A root cause analysis of the shortcomings affect-
ing boards of directors may reveal a more fundamental issue—the lack
of in-depth knowledge of their business’s strategy and operations. Recent
studies have suggested that upward of 40 percent of directors don’t suffi-
ciently understand their firm’s value-creation process.!8 Not surprising
when you consider that the average board member spends just 90 hours
per year on board business, much of which is spent sitting in meetings for
which the preparation amounts to a cursory glance at a thick binder handed
to unsuspecting board members as they walk through the door.

To fulfill their significant, and now highly regulated, responsibilities,
board members need information that goes beyond high-level graphs and
abstractions and provides a penetrating view inside the organization’s strat-
egy and value-creating mechanisms. Going a step further, management
professor and governance catalyst Edward Lawler has suggested that boards
need a Balanced Scorecard to illuminate corporate performance: “Boards
need indicators of how customers and employees feel they are being treated . . . how
the company operates . . . about the culture of the organization.”'? In retrospect,
it seems plain that the Balanced Scorecard should be utilized to advantage
by time- and information-starved board members. After all, it reflects the
organization’s strategy, providing a complete map of landmarks on the
journey to strategic success and a concise tale of how the seemingly dis-
parate elements that comprise the tool weave together to create the firm’s
competitive advantage. It’s all there: financial yardsticks craved by public
markets, the customer value proposition feeding the economic engine, the
key internal processes that resolutely chug along in creating value day in
and day out, and finally, the human, information, and organizational cap-
ital awaiting transformation into tangible results. This is the information
of substance that boards can use as raw materials for meaningful dialog
and debate on strategy and operations as they work to fulfill their sacro-
sanct obligations.

The Next Frontier: Board of Directors Balanced Scorecards

The corporate Balanced Scorecard significantly enhances the board’s over-
sight capacity by providing a revealing glimpse into the strategy execution
efforts of the company, but today’s directors, facing unprecedented pres-
sure to adhere to leading-edge governance standards, require a tool to
assess their own performance as well. Enter the board Balanced Scorecard,
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a tool in the arsenal of pioneering boards that wish to maximize their con-
tribution to corporate performance and sustain the ability to add value in
the years to come through the identification and evaluation of key per-
formance measures utilizing the proven Scorecard framework. As a first
step in the board Scorecard process, a Strategy Map of objectives, such as
the generic example in Exhibit 9.3, should be constructed.?? Let’s work
through the four perspectives of this map, outlining the considerations that
must be made when selecting objectives.

There is an assumption that, if the board capably performs its required
tasks, those efforts will contribute to the corporation’s ability to achieve
financial success. Therefore, the Financial objectives comprising the board
Strategy Map should be drawn directly from the organization’s corporate
Strategy Map. As discussed in Chapter Four, these objectives normally include
an overarching objective relating to shareholder value as well as ones that
outline how the organization will achieve the dual objectives of increas-
ing productivity (through cost reductions and improved asset utilization)
and growing revenue (from selling new products or deepening relationships
with existing customers).

For this map, the Customer perspective has been renamed Stakeholder,
in recognition of the many groups that have a stake in the performance of
the board. Thus, the initial task in crafting objectives for this perspective
is determining the stakeholder groups that must be satisfied as the board
works to fulfill its obligations. From the objectives appearing in Exhibit 9.3,
we might infer that this board has chosen shareholders and employees as
the critical stakeholder groups. “Ensure compliance and accountability”
will allow stockholders to sleep a little easier, secure in the knowledge that
the board has their best interests at heart. While not explicitly stated, soci-
ety at large will also benefit from this objective, avoiding the high costs of
litigation, productivity declines, and unemployment that frequently result
from corporate shenanigans. Shareholders will also be pleased to see that
the board will “[a]pprove strategy and monitor corporate performance.”
Finally, all employees will benefit from the board[s] that “[cJounsel[s] CEO
and monitor[s] executive performance.”

The Internal Processes objectives articulate how the outcomes in the
Stakeholder perspective will be achieved through efficient and effective
board processes. In order to achieve compliance and accountability as
shown in the Stakeholder perspective, this board must ensure compliance
with all laws and regulations, make certain the company has effective inter-
nal controls, and diligently work to improve disclosure practices, improving
transparency and visibility into the firm’s operations. Stakeholders also
demand that the board approve strategy and monitor corporate perfor-
mance; thus internal processes must be developed to achieve this signifi-
cant undertaking. In this example, the board will monitor performance
using the company’s corporate Balanced Scorecard, approve funding for
and monitor strategic initiatives to ensure that spending is aligned with
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strategy, and, finally, optimize its own functions, such as board structure
and procedures in an effort to ensure they function as efficiently as possible.
A major endeavor of any board is counseling the CEO and monitoring exec-
utive performance. This board will attempt to achieve that objective by first
ensuring it has a firm grasp on the company’s industry and underlying
economic and political environment. Evaluating and rewarding executive
performance and monitoring succession planning ensure that successful
executives are rewarded for a job well done and a pipeline of future leaders
is waiting in the wings.

A well-constructed Learning and Growth perspective must contain ob-
jectives focused on three separate but integrated dimensions of capital:
human, information, and organizational. Under the mantle of human cap-
ital, the board represented in Exhibit 9.3 will work to ensure skills align
with the firm’s strategic direction. Board members must possess the req-
uisite financial literacy and business acumen to contribute meaningfully
in their capacity. Regarding information capital, the board must press
the company to provide access to strategic information, so members can
provide insight and effectively monitor corporate performance. Finally,
it is vital for the board to approach work with a spirit of advocacy and
inquiry. Some governance experts have suggested that board members
don’t behave effectively in meetings if they are unwilling to raise impor-
tant issues and challenge the CEO on the firm’s current performance and
strategic direction. Boards must rise to this challenge by balancing the
seemingly competing demands of advocating on behalf of the firm, acting
as its tireless champion, while also serving the needs and preserving the
trust and confidence of stakeholders by encouraging robust dialog on chal-
lenging and potentially controversial issues.

The Strategy Map paints a compelling picture of the board’s endeavors,
but to track performance day in and day out, the board must translate the
objectives into performance measures and targets. Strategic initiatives—
the projects relied on to achieve targets—must also be brainstormed, funded,
and monitored for effective performance. And what are the payoffs await-
ing boards proactive enough to make this leap of faith into the Balanced
Scorecard world? For starters, board operations will become much more
effective and efficient as board members glean new insights into their core
activities and gain the ingredients they need to divert attention from
the perfunctory reviews of the past toward the dialog that will ignite the
opportunities of the future. Stakeholders will undoubtedly applaud this
intrepid move as well, since the board’s Balanced Scorecard will highlight
members’ public commitments to safeguard stakeholder investments. This
transparency and enhanced visibility not only ensures improved board
functioning, but may have positive financial ramifications for the company;
according to one study, more than 75 percent of institutional investors sur-
veyed were prepared to pay a premium for well-governed companies.?!



Irmgn.ir

Keep in Mind 257

KEEP IN MIND

¢ On the meaning of success, prolific inventor Thomas Edison once said,
“One might think that the money value of an imvention constitutes its reward
to the man who loves his work. But speaking for myself, I can honestly say this
isnotso . . .. I continue to find my greatest pleasure, and so my reward, in the
work that precedes what the world calls success.” This is an eloquent descrip-
tion of what we now refer to as intrinsic motivation, the derivation of
meaning and satisfaction from the joy of the task at hand. At the other
end of the motivation spectrum is extrinsic motivation. Performing a
task for the promise of a reward is characteristic of the extrinsically moti-
vated individual. Despite Edison’s inspiring words, the fact remains that
an increasing number of organizations are offering monetary incentives
to reward outstanding performance. If these rewards are extended to
all levels of an organization, they can support the Balanced Scorecard
by providing another way to focus employee attention on the select dri-
vers of success.

e The Balanced Scorecard often provides intrinsic motivation since it clearly
outlines how employees can influence and contribute to high-level strat-
egy. Extrinsic rewards can supplement this knowledge by supplying incen-
tives to achieve stated objectives.

e Pay is a sticky subject at many organizations, and significant attention
is paid to the compensation scale. As a result, most companies will devise
a linkage between the Balanced Scorecard and their compensation system
that is customized to meet unique challenges and needs.

e Several planning and design components must be considered before
attempting to link the Scorecard to compensation. Planning aspects
include the purpose of making the bond between your Scorecard and
compensation systems, how you’ll communicate the program, who designs
it, and how it will be reviewed and judged.

e When designing the system, several other considerations must be made.
Timing is an important decision. Will the Scorecard be linked to com-
pensation in your first year of implementation, or will you wait until
the program is more stable and mature? Since many organizations will
adjust their initial Scorecard measures, it may be prudent to forge a bond
between the Scorecard and compensation in your second year. When
selecting performance measures that will be tied to compensation, you
must consider the number, perspective, and timing. The establishment
of thresholds that must be met before any rewards are paid is another
possibility to be discussed. Finally, you must determine how you will fund
your incentive plan. Awards may be part of your budget or self-funded
through savings generated from Scorecard results.
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The most convenient method of linking the Scorecard to compensation
is basing payouts on the results achieved with your high-level organi-
zational Scorecard. This approach is ideal for communicating the Balanced
Scorecard and elevating the importance of organizational indicators.
However, it does little to reward outstanding performance at the busi-
ness unit, department, or individual level. To alleviate this shortcoming,
organizations may develop lower-level Scorecards and use them as the
basis for a link to compensation. This way all employees have the chance
to show how their actions are leading to improved results and are re-
warded for their local efforts. The Balanced Scorecard can also be used
for incentives relating to competency-based pay systems and gainsharing
methodologies. In both cases performance measures from the Balanced
Scorecard provide the potential means for the allocation of rewards. For
those organizations unwilling or unable to offer monetary rewards, the
option exists of distributing nonmonetary rewards to employees based
on Scorecard results.

Despite the billions of dollars spent on compliance-related activities,
most boards are not confident that the changes have improved gover-
nance practices.

To fulfill their significant, and now highly regulated, responsibilities,
board members need information that goes beyond high-level graphs
and abstractions and provides a penetrating view inside the organiza-
tion’s strategy and value-creating mechanisms.

In order to penetrate the value-creating processes of their companies
and fulfill their highly legislated responsibilities, some boards have devel-
oped Strategy Maps and Balanced Scorecards.
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CHAPTER 10

Reporting Balanced
Scorecard Results

Roadmap for Chapter Ten Despite best efforts and intentions, the devel-
opment of a Balanced Scorecard doesn’t guarantee its use in guiding
day-to-day decision making. Frequent reporting of results, however, can
bring the Scorecard to the organizational forefront drawing the attention
of all employees. But how to report the Scorecard? Do you rely on paper-
based reports, or venture into the ever-expanding world of performance
management software to find the solution? This chapter will explore the
critical choice of how to report Scorecard results.

The earliest Scorecard users counted on good old-fashioned paper
reports to supply information. Despite this very low-tech solution, many
early adopters achieved great success. However, as the use of the Score-
card has grown and expanded from a measurement system to a strategic
management system and communication tool, many users have turned to
technology.

Prolific science fiction author Arthur C. Clarke once noted, Any suffi-
ciently advanced technology is indistinguishable from magic.” One look at the
impressive array of Scorecard software tools on the market today and you’ll
probably agree. With the many bells and whistles available, making an
informed decision can be a great challenge. We’ll examine a number of
criteria to help you wade through the choices. Technological solutions
aren’t for everyone. Some organizations will feel more comfortable pur-
suing other forms of reporting, while some may simply not wish to commit
the extensive financial and human resources necessary when investing in
a software solution. We’ll look at other options and discuss what some orga-
nizations have done in lieu of technology.

Been to any good management meetings lately? Most experts on the
topic don’t think so, citing a lack of conflict, no structure, and very little
discussion of what truly matters as prime explanations for why most of us
try to avoid these often time-wasting diversions. Many Balanced Scorecard
adopters have been able to breathe new life into the management review
process by using Scorecard results as the agenda for strategy-centered dis-
cussions. This chapter will explore the management review process and
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guide you on how to stage a meeting that focuses on strategy and moves
organizational white noise into the periphery.

AUTOMATING THE BALANCED SCORECARD

When the Balanced Scorecard was developed and began to gain favor in
the early 1990s, less than a handful of software vendors offered ways to
automate this revolutionary management tool. Still, many organizations
took advantage of the Balanced Scorecard’s elegantly simple methodol-
ogy and achieved tremendous results. These pioneers blazed the Scorecard
trail using nothing more than spreadsheet-based paper reports with some
color graphs mixed in to spice things up a bit. They proved you don’t need
sophisticated tools and a big budget to benefit from the Balanced Score-
card. But then again, the Scorecard methodology had not matured and
entered its period of greatest sophistication at that point. Most practitioners
relied on the Scorecard as a new and improved measurement system but
had yet to tap its huge potential as a strategic management system and com-
munication tool.

By the mid- to late 1990s the Balanced Scorecard landscape had changed
dramatically. Strategy maps were on the horizon; organizations began to
cascade the Scorecard from top to bottom, attempting to align all employ-
ees with overall goals; and linkages from the Scorecard to budgets and
compensation were more frequently reported. The old paper-based report-
ing systems that had been established with the first Scorecards simply could
not meet the challenges represented by these innovative extensions. As is
always the case, creative and adaptive organizations recognized this oppor-
tunity and were quick to supply automated Scorecard software solutions to
fill the void. Scorecard practitioners of all sizes welcomed the options, func-
tions, and add-ons provided with open arms. And why not, since the new
software facilitates even greater focus and attention on the many benefits
to be derived from using the Scorecard system. Recent studies suggest that
organizations are rapidly embracing the magic of technology; one survey
found that 70 percent of respondents were using some type of software
in their implementation.!

Automating your Balanced Scorecard provides a number of benefits and
maximizes its use as a measurement system, strategic management system,
and communication tool. The advanced analytics and decision support
provided by even the simplest Scorecard software allow organizations to
perform intricate evaluations of performance and critically examine the
relationships among their performance measures. Automation also sup-
ports true organization-wide deployment of the tool. Cascading the Score-
card across the enterprise often leads to the development of dozens or
more Scorecards. Without the use of an automated solution, managing the
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process and ensuring alignment can prove difficult. Communication and
feedback may also be dramatically improved with Scorecard software. Com-
mentaries used to elaborate on a specific measure’s performance may
spawn a company-wide discussion and lead to creative breakthroughs based
on collaborative problem solving made possible only through the wide dis-
semination of Scorecard results. Information sharing and knowledge are
also enhanced by the software’s ability to provide relevant links to inter-
ested users. A hyperlinked measure may be just the beginning in the user’s
journey to a variety of knowledge-enhancing sites including the mission
statement, the latest comments from a valued customer, or the results of
a much-anticipated benchmarking study.

Choosing Balanced Scorecard Software

As discussed, in the past few years the number of companies providing
Balanced Scorecard software has increased substantially. The market has
become increasingly competitive with large enterprise resource planning
(ERP) vendors, midsize software enterprises, and small niche players vying
for a share of this ever-enlarging market. The choice of which vendor will
supply your software is one of the most difficult and important decisions
you’ll be forced to make during your Scorecard implementation. There is
a lot on the line here: not only the effective reporting and analysis of your
Scorecard measures but, equally vital, the acceptance of the tool by your
workforce. Adding to the challenge is the fact that software selection can
be a very esoteric business, and most of us probably don’t count this skill
among our core competencies. Obviously, you'll rely heavily on your Infor-
mation Technology (IT) colleagues to help guide you through the dizzying
maze of choices you're about to encounter. To supplement their assistance,
we present a host of criteria to consider when making your decision.

Design Issues: Configuration of the Software This section examines a
number of the Scorecard software setup and design elements.

o Time to implement. Software programs for the Balanced Scorecard can run
the gamut from simple reporting tools to sophisticated enterprise-wide
management solutions. Therefore, major differences exist in the time
and resources necessary to implement the system. You must determine
what your thresholds are in terms of timing and resource requirements
necessary to have the system up and running.

o larious Scorecard designs. This book focuses exclusively on the method-
ology of the Balanced Scorecard. However, at some point you may wish
to track other popular measurement alternatives, such as the Baldrige
criteria, total quality management (TQM) metrics, or any number of dif-
ferent methodologies. The software should be flexible enough to permit
various performance management techniques.
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o User interface/display. Most Balanced Scorecard software features a pre-
dominant display metaphor. It may use gauges similar to those you would
see in the dashboard of a plane or automobile, boxes that are reminis-
cent of organizational charts, or color-coded dials. Some of these simply
look better (i.e., more realistic and legitimate) than others. That may
sound insignificant, but remember, you're counting on your workforce
to use this software faithfully; if they find the instrumentation unrealistic
or, worse, unattractive, that could significantly impact their initial reac-
tion and ongoing commitment.

o Number of measures. Most Scorecard practitioners are (on average) increas-
ing the number of measures they track, partly because the new software
tools allow unlimited measures to be entered. Too many measures can
distort an organization’s focus and blur what is truly important. How-
ever, your software must be flexible enough to handle enough measures
to accommodate tracking results from across the organization.

o Strategy maps. The software you choose should be capable of effectively
and faithfully depicting your organization’s Strategy Map, allowing for
drill down by each objective.

o Measures, targets, and initiatives. Measures, targets, and initiatives are the
backbone of the Scorecard system. You should be able to easily enter all
of these elements in the software.

o Cause-and-effect relationships. Your Scorecard software should provide a
means of demonstrating the cause-and-effect linkages that describe your
strategy. Capturing your story with compelling and easy-to-understand
graphics is critical if you hope to benefit from the information sharing
and collective learning the Balanced Scorecard ofters.

o Multiple locations. The software should accommodate the addition of per-
formance measures from a variety of physical and nonphysical locations.

o Descriptions and definitions. Simply entering names and numbers into the
software is not sufficient for communication and eventual analysis. Every
field in which you enter information must be capable of accepting tex-
tual descriptions. Upon launching the software, the first thing most users
do when looking at a specific performance indicator is examine its descrip-
tion and definition.

o Assignment of owners. The Scorecard can be used to enhance accountability only
if your software permits each performance indicator to be assigned a
specific owner. Since other people may assist the owner and/or enter
data, it is beneficial if the software provides the ability to identify these
functions as well.

o Jarious unit types. Your performance indicators are likely to come in all
shapes, sizes, and descriptors from raw numbers, to dollars, to percent-
ages. The tool you choose must permit all measure types.



Irmgn.ir

Automating the Balanced Scorecard 265

o Frequency of reporting. Not all performance indicators will be tracked with
the same degree of frequency. Sales, for example, could be tracked annu-
ally, quarterly, monthly, weekly, or even daily, while employee surveys
are most likely conducted and reported only once or twice a year. How-
ever, you may wish to view past performance in different time incre-
ments than originally reported: You may wish to view on-time delivery
(reported monthly) annualized for the past two years. Your software should
provide this flexibility.

® Relative weights. All measures on the Balanced Scorecard are important
links in the description of your strategy. However, most organizations
will place greater emphasis on certain indicators. Perhaps financial mea-
sures are vital at the outset of your implementation. A good Scorecard
tool should permit you to weight the measures according to their rela-
tive importance.

o Aggregate disparate elements. This phrase simply means that your program
should be able to combine performance measures with different unit
types. This can best be accomplished with the use of weighting (see above).
Measures are accorded a weight that drives the aggregation of results
regardless of the specific unit type of each indicator.

o Multiple comparatives. Most organizations track performance relative to
a predefined target, for example, the budget. However, it may be useful
to examine performance in light of last year’s performance, relative to
your competitor, or against a best-in-class benchmarking number. The
software should allow a number of comparatives.

o Graphic status indicators. Users should be able to ascertain at a glance
the performance of measures based on an easy-to-understand status indi-
cator. Many programs take advantage of our familiarity with red (stop),
yellow (caution), and green (go) metaphors.

e Dual polarity. For the software to produce a color indicating measure per-
formance, it must recognize whether high values for actual results rep-
resent good or bad performance. Up to a certain point results might
be considered good, but beyond a certain threshold they may be a cause
for concern. For example, it may be perfectly appropriate for a call center
representative to answer 15 calls an hour, but responding to 30 may indi-
cate the representative is rushing through the calls and sacrificing quality
for the sake of expediency. The software solution should be able to flag
such issues of dual polarity.

o Cascading Scorecards. Users should be able to review Balanced Scorecards
from across the company in one program. Ensure your software allows
you to display aligned Scorecards emanating from throughout the orga-
nization.

o Personal preferences. “My” has become a popular prefix in the Internet
world, with “My Yahoo,” “My Home Page,” and so on. The information
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age has heralded a time of mass customization. And so it should be with
your Balanced Scorecard software. If desired, users should be able to easily
customize the system to open with a page displaying indicators of impor-
tance to them. Having relevant information immediately available will
greatly facilitate the program’s use.

Intuitive menus. Menus should be logical, easy to understand, and rela-
tively simple to navigate.

Helpful help screens. Some help screens seem to hinder users’ efforts as
often as they help them. Check the help screens to ensure they offer rele-
vant, easy-to-follow information.

Levels of detail. Your software should allow users to quickly and easily
switch from a summary view of performance to a detailed view compris-
ing a single indicator. Navigating from data tables to summary reports,
then back to individual measures should all be easily accommodated.
Users will demand this functionality as they begin actively using the tool
to analyze performance results.

Reporting and Analysis Any software solution you consider must con-
tain robust and flexible reporting and analysis tools. This section explores
a number of reporting and analysis factors to be considered during your
selection process.

Drill-down capabilities. A crucial item. The tool must allow users to drill
down on objectives comprising the Strategy Map and measures appear-
ing on the Scorecard to increasingly lower levels of detail.

Statistical analysis. Your software should allow you to perform statistical
analysis, for example, trends, on the performance measures making up
your Balanced Scorecard. Additionally, the statistics should be multi-
dimensional in nature, combining disparate performance elements to
display a total picture of actual results. Simply viewing bar charts is not
analysis. Users require the opportunity of slicing and dicing the data to
fit their analysis and decision-making needs.

Alerts. You will want to be notified automatically when a critical measure
is not performing within acceptable ranges. Alerts must be built into
the system to provide this notification.

Commentaries. Whether a measure is performing at, above, or below tar-
geted expectations, users (especially management) need to quickly deter-
mine the root cause of the performance and be aware of the associated
steps necessary for sustaining or improving results. Commentary fields
are essential to any Scorecard software program.

Flexible report options. “What kind of reports does it have?” is invariably
one of the first questions you’ll hear when discussing Scorecard software
with your user community. Ours is a report-based and -dependent culture,
so this shouldn’t come as a surprise. What may be surprising is the wide



Irmgn.ir

Automating the Balanced Scorecard 267

range of report capabilities featured in today’s Scorecard software pack-
ages. Test this requirement closely, because some are much better than
others. An especially important area to examine is print options. We
purchase software to reduce our dependency on paper, but as we all know
it doesn’t necessarily work that way. Ensure the reports will print effec-
tively, displaying the information clearly and concisely.

o Automatic consolidation. You may wish to see your data presented as a sum,
average, or year-to-date amount. The system should be flexible enough
to provide this choice.

o Flag missing data. At the outset of their implementation, most organi-
zations will be missing at least a portion of the data for Balanced Score-
card measures. This often results from the fact that the Scorecard has
illuminated entirely new measures never before contemplated. The soft-
ware program should alert users to those measures that are missing data,
whether it is for a single period or a totally empty measure.

o Forecasting and what-if analysis. Robust programs are able to use current
results to forecast future performance. It’s also very useful to have the
ability to plug in different values in various measures and examine the effect
on related indicators. This what-if analysis provides another opportu-
nity to critically examine the assumptions made when constructing the
Strategy Map.

o Linked documents. At a mouse click users should be able to put measure
results into a larger context by accessing important documents and links.
Annual reports, CEO videos, analyst reports, discussion forums, blogs,
and a variety of other potential links can serve to strengthen the bond
between actual results and the larger context of organizational objectives.

o Automatic e-mail. To harness the power of the Balanced Scorecard as a
communication tool, users must be able to launch an e-mail application
and send messages regarding specific performance results.

Technical Considerations This section examines hardware and software
technical dimensions associated with your software selection.

o Compatibility. Any software you consider must be able to exist in your cur-
rent technical environment.

o [Integration with existing systems. Data for your Balanced Scorecard will
probably reside in a number of different places: financial data from your
general ledger, customer information from your customer relationship
management (CRM) system, and other measures from an ERP system.
Your software should be able to extract data from these systems automa-
tically, thereby eliminating any rekeying of data. Users who seem reluc-
tant to use the Scorecard software often point to redundant data entry
as a key detraction of the system. Therefore, the ability to automatically
extricate information with no effort on the part of users is a big plus.
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o Accept various data forms. In addition to internal sources of data, you may
collect performance information from third-party providers. The soft-
ware should be able to accept data from spreadsheets and ASCII files.

¢ Data export. Sometimes getting information out is as important as get-
ting it in. The data contained in the Balanced Scorecard may serve as
the source for other management reports to boards, regulators, or the
general public. A robust data export tool is an important component of
any Scorecard software.

o Web publishing. Users should have the option of accessing and saving
Scorecard information using a standard browser. Publishing to both an
internal intranet and the Internet is preferable.

o Trigger external applications. Users will require the capability of launch-
ing desktop programs from within the Balanced Scorecard software.

o Cut and paste to applications. Users may wish to include a graph or chart
in another application. Many programs enable users to copy and paste
with ease.

o Application service provider option. An application service provider (ASP)
is a company that offers organizations access to applications and related
services over the Internet that would otherwise have to be located in their
own computers. As I'T outsourcing grows in prominence, so does the role
of ASPs. Many Scorecard software vendors oftfer this service, which gives
anyone direct access to the Balanced Scorecard, for a monthly (normally)
fee based on the number of users.

o Scalability. This term describes the ability of an application to function
well and take advantage of changes in size or volume in order to meet
a user need. Rescaling can encompass a change in the product itself
(storage, random access memory [RAM], etc.) or the movement to a new
operating system. Your software should be scalable to meet the future
demands you may place on it as your user community and sophistica-
tion grow.

Maintenance and Security Ensuring appropriate access rights and on-
going maintenance are also important criteria in your software decision.
Elements to consider include:

o System administrator access. Your software should allow for individuals to
be designated as system administrators. Depending on security a number
of these users may have access to the entire system.

e Ease of modification. You should be able to alter your views of perform-
ance easily with little advanced technical knowledge required.

o Control of access to the system. 1 prefer open book management with com-
plete sharing of information across the enterprise. Organizations prac-
ticing this participative form of management give it glowing reviews for
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the innovation and creativity it sparks among employees. The Scorecard
facilitates open sharing of information through both the development
of a high-level organizational Scorecard and the series of cascading
Scorecards that allow all employees to describe their contribution to over-
all results. However, many companies wish to limit access to the system.
Therefore, a software program should allow you to limit access to Strat-
egy Maps and measures by user and develop user groups to simplify the
measure publishing process.

o Control of changes, data, and commentary entry. Likewise, not all users will
necessarily be required to make changes, enter data, or provide result
commentaries. Only system administrators should have the power to
change measures, and only assigned users should have access to enter-
ing data and commentaries.

Evaluating the Vendor Chances are you will be presented with a wide
array of software choices from both industry veterans and upstarts you have
never heard of. Either way, performing a little due diligence on the vendor
is always a good idea.

e Pricing. As with any investment of this magnitude, pricing is a critical
component of the overall decision. To make an informed decision,
remember to include all dimensions of the total cost to purchase and
maintain the software. This includes the per user license fees, any mainte-
nance fees, costs related to new releases, training costs, as well as salaries
and benefits of system administrators.

o Viability of the vendor. Is this provider in for the long term, or will any
vicissitudes of the economy spell their demise? After reading this book
you all know that financial information is like looking in the rearview
mirror, but nonetheless you should ask to see vendors’ audited finan-
cial statements to assess their financial position and growth potential.
Since they’re in the business of providing Scorecard software, you would
expect them to steer their own course using the Balanced Scorecard. Ask
them to review Scorecard results with you. For reasons of confidentiality,
they may have to disguise some of the actual numbers, but you should still
glean lots of valuable information on the organization’s future prospects.

o References and experience. By examining the profiles of past clients, you
can determine the breadth and depth of experience the vendor has
accumulated. While no two implementations are identical, it will be reas-
suring to know the software company has completed an installation in
an organization with some similarity to yours, whether it’s the same
industry or an organization of a comparable size. References are espe-
cially important. When discussing the vendor with other organizations
that have been through the process, quiz them on the vendor’s technical
skills, consulting and training competence, and ability to complete the
work on time and on budget.
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o Postsale service. You'll inevitably have many bumps in the road as you
implement your new reporting software. Bugs hidden deep in the pro-
gram will be detected, patches will be required, and thus a lifeline to
the vendor is crucial. How much support are they willing to offer, and
at what cost? Do you have a dedicated representative for your organi-
zation, or are you at the mercy of a call center? These are just a couple
of questions to ask. Never forget that software companies owe a lot to
us, the users. New functions and features are very often the product of
intense lobbying on behalf of function-starved users who sometimes end
up knowing more about the product than the vendor. So don’t be shy
with your requests!

While evaluating and ultimately choosing a software provider can prove
to be an arduous task, the rewards, in the form of enhanced momentum,
greater analytical tools, and streamlined cascading, often pay tremendous
benefits. Exhibit 10.1 provides a screen shot from one Balanced Scorecard
software program.

Technology Caveats

It has been reported that 5 percent of Scorecard users select a technology
solution before designing their Balanced Scorecard and about 29 percent
design the Scorecard and choose technology at the same time.? There are
serious dangers associated with these approaches. When technology is
chosen before or concurrently with the design of the Scorecard, it can
become the Balanced Scorecard in the minds of the user community. The
term “Balanced Scorecard” is relegated to generic status and is considered
a task performed by the latest software acquisition. Of course, it’s actually
the other way around: The software is just an enabler or facilitator of the
enhanced use of the Scorecard. If you choose software prior to develop-
ing the Scorecard, a distinct possibility that valuable training resources will
be diverted from Scorecard education to the acquisition of software skills
arises. I have seen organizations that go through very rote Scorecard edu-
cation sessions, discussing only the four perspectives and the system’s depar-
ture from traditional financial-based measurement systems. Very little
training is conducted on the art of developing Strategy Maps and select-
ing strategic measures; instead the focus is shifted to developing proficiency
in using the new software. These organizations pay a heavy price when
attempting to mold the Scorecard into their management processes. They
have devoted so little time and attention to the fundamentals of the Bal-
anced Scorecard and how to create and use it effectively that often they
have to start all over again when users demonstrate that they simply don’t
understand how this new system works.

Many software packages are now offering libraries of performance mea-
sures that users may choose from to rapidly develop and begin reporting
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a Balanced Scorecard. The trade-off of speed for careful reflection fright-
ens me. A great deal of the value offered by the Balanced Scorecard is
derived from the often difficult but always rewarding process of thought-
fully and faithfully translating a strategy into the objectives and measures
necessary to see it implemented successfully. Further, strategy is about dif-
terences, doing different things, and combining different activities to drive
a unique mix of value. The measures you choose must represent your orga-
nization’s individuality. Sure, there may be some measures you share with
many other companies, but the real differentiators are the new measures
that you hypothesize as driving future results. Will a predefined library
contain exactly the measures that describe who you are as an organization?
Probably not.

Developing Your Own Reporting System:
Building Rather than Buying

Automated Scorecard solutions offer a great many benefits and are becom-
ing more sophisticated all the time, but they don’t always come cheap.
Deploying a system across the entire organization is often just the begin-
ning. Add the inevitable consulting, training, maintenance, and new release
fees, and you could soon be looking at a staggeringly large bill. For smaller
organizations and for larger companies attempting to control their spend-
ing, purchasing software may simply be cost prohibitive. As noted earlier,
the original Scorecard practitioners relied heavily on paper-based reports
with some later graduating to intranet applications, and they achieved
great results. So, fortunately for the vast number of smaller enterprises out
there, the procurement of Scorecard software is not a prerequisite of success.

With today’s desktop publishing tools, even the humblest paper-based
Scorecard report can resemble a glossy business publication. Text, graph-
ics, and numbers can all be formatted to artistically represent the organization’s
business while also delivering valuable Scorecard results. Additionally,
publishing Balanced Scorecard results on the organization’s intranet offers
a viable option for sharing results with minimal investment. One client of
mine, known for his creativity and often quirky solutions, devised a unique
approach to the reporting question. He created a three-sided board, about
six feet tall, and complete with wheels for ease of transport. Results were
posted each month on each side of the board: corporate measure updates
on one, key strategic initiatives on a second side, and probably the most
viewed of the three, the monthly incentive compensation calculator. The
wheels turned out to be the greatest innovation, however, transforming
the device from a wacky conversation piece to a roaming meeting agenda.
The CEO insisted his managers roll the board into conference rooms when
conducting meetings and use the posted results to stimulate discussions
on corporate and business unit progress. When not roaming the hallways
the board was posted in common areas such as the company’s foyer—
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where it caused more than one unsuspecting visitor to cast a quizzical
double take—and the cafeteria where, coffee stains notwithstanding, the
board served as grist for many a lunch-time conversation. The total cost
of this investment was minimal but the payback in the form of enthusi-
asm and frank discussion has been substantial.

Before you decide to completely forgo investing in Scorecard software,
remember that building your own solution is not without some significant
issues. Perhaps the biggest barrier is data entry. The vast majority of auto-
mated tools will connect to current organizational systems, automatically
drawing measure data and performing necessary calculations. Homegrown
systems require manual data feeding to churn out Scorecard reports. Should
you cascade your Scorecard across the company, this data entry could
go from a minor task to a major burden requiring hundreds of hours to
complete. Plus you’ll have to design a system to gather the data and
will undoubtedly encounter resistance from those unwilling or seemingly
unable to supply the data for their measures. Finally, manual data entry
brings with it the attendant risk of inaccurate data being entered into the
system. Quality control will consume additional time and energy.

Ultimately the decision to automate or not will depend on a number
of factors. Your organization’s readiness to implement and administer the
system, the amount of resources you're willing to commit, the sophisti-
cation of your Scorecard, and of course the cost are all elements of the
decision.

THE STRATEGY-CENTERED MANAGEMENT MEETING

Problems with Most Management Meetings

What do these activities, seemingly disparate at first glance, have in com-
mon: mowing your lawn, researching insurance rates, and reading the phone
book? While these chores may seem not to share many characteristics,
the thread that unites them is the fact that, when asked, most people say
they would rather engage in any of these than attend a management meet-
ing at their company.® Nothing seems to engender as much eye rolling and
frustration as the traditional management powwow that, nine times out
of ten, produces more yawns and heartburn than breakthrough “aha” mo-
ments. Just why are we plagued with such poor meetings, sessions during
which, by one study’s findings, over 80 percent of the time is spent on items
creating less than 20 percent of the organization’s value?* Let’s examine
two possible explanations for our less than stellar performance in this time-
honored management tradition: lack of conflict and the paucity of contextual
structure.

To say most management meetings are boring is akin to suggesting Vice
President Dick Cheney’s shooting of his hunting buddy was a minor news
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item—both massive understatements. A major contributor to the boredom
quotient in most work sessions is a lack of constructive conflict, the sand-
paperlike dialog necessary to rough up the usual optimistic and idealistic
drivel being spoon fed to most audiences. If this sounds harsh, think of
your own experiences in recent meetings. Unless yours is one of the tini-
est of minorities, you probably know what I'm referring to: meetings that
are characterized by a once-around-the-room update from everyone in
attendance during which sunny reviews are shared, Power Point slides are
reviewed by glossy-eyed attendees, and only the politest of questions are
raised. One pair of researchers has suggested that deeply ingrained rules
of etiquette cause people to silence themselves to avoid embarrassment,
confrontation, and other perceived dangers.® That statement has a major
ring of truth to it.

Simply put, it’s time to take the gilded edge off silence and acquiescence
in management meetings and toss in equal measures of tough questions
and constructive conflict. Author and management consultant Patrick Len-
cioni, scribe of the aptly titled Death by Meeting, suggests that leaders must
look for legitimate reasons to provoke and uncover relevant, constructive
ideological conflict and jolt participants a little within the first 10 min-
utes of a meeting, so that they understand and appreciate what is at stake.b
Lou Gerstner, the architect of IBM’s turnaround throughout the 1990s,
understands this principle and applied it liberally during his days at the helm
of the corporate giant. He tells the story of an early strategy meeting, con-
vened just after he assumed the role of CEO in 1993. At the appointed
time his managers began parading in the room, each followed by legions
of paper-toting assistants, and took their assigned seats at the large con-
ference room table. When the meeting got into full swing, Gerstner was
bitterly disappointed by the rote slides being presented and the lack of
meaningful discussion and debate he knew was necessary to tease out real
learning. In what he called the “click heard round the world,” he finally
jumped from his chair and pulled the plug on the overhead projector,
insisting on real dialog and discussion from his team. It set a powerful
precedent and laid out his expectations in no uncertain terms.”

Meetings are also plagued by what Lencioni has described as a lack of
contextual structure, a condition that often leads to the murky mess of
“meeting stew.”® Most management get-togethers lack a focused agenda,
with everything from company picnics, to quarterly operational results,
to culture being tossed into an agenda bursting at the seams with issues
that, while frequently urgent, are rarely important. Paying the ultimate
price for this boiling cauldron of meeting stew is the company’s strategy;
researchers have discovered that, at most companies, just three hours
per month is devoted to this critical topic.? It should be clear that if we
desire to execute our strategy—and an investment in the Balanced Score-
card is a good indication of that intent—we must ceaselessly dissect and
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analyze the strategy to determine if our efforts are on target. This is best
accomplished by letting the Scorecard itself form the heart of the man-
agement meeting agenda. Let’s now turn our attention to a new type of
management meeting, one with strategy squarely at the center of everyone’s
attention, that uses the Balanced Scorecard to guide frank and progressive
discussion of business results.

New Strategy-Centered Management Meeting

To help frame the discussion of the strategy-centered meeting, let’s first
review a series of questions often raised by newcomers to the approach.

Who Is Invited to Participate at the Meeting? The progressive and polit-
ically correct answer to this question would suggest you toss out the old
command-and-control paradigm dictating you invite only senior execu-
tives to sit in on strategy meetings, and instead—since strategy should
be the responsibility of every employee filling your roster—make atten-
dance a function of strategic contribution, not hierarchical rank. I love the
image this change brings to mind, setting free the burdensome mental
model that only those in corner offices are qualified to discuss strategy.
Pragmatically, however, while they are not always the only qualified con-
tributors, senior executives are frequently the most comfortable at such
gatherings. I have witnessed companies that, eager to generate a spirit of
esprit de corps and foster collaboration, invite lower-level employees to
share results at senior meetings only to have a tongue-tied manager stam-
mer through an obviously rehearsed stanza or two on this month’s results.
It is truly gut-wrenching to watch as this poor wretch shakes visibly, his body
language clearly suggesting he’d rather be enjoying a root canal than pre-
senting to those he normally only sees gracing the pages of the annual
report. The intentions may be honorable, but the execution can lead to a
long-lasting and foul taste in the mouth of those unaccustomed to such
sessions. Thus, feel free to invite managers with a point of view who can
contribute, and perhaps call on them with questions of clarification; but
at its core strategy execution is the responsibility of the senior manage-
ment team and they must actively engage in and ultimately own this process.

How Do You Prepare for the Meeting? Stepping back a bit, before prepa-
ration comes scheduling of the meetings, which should be done well before
you’re sipping coffee at your first review. In fact, given the hectic calen-
dars of most time-starved executives, you will be doing yourself an immense
favor by placing these sessions on their calendars months in advance of the
actual dates.

Sharing materials in advance of the session is an absolute must should
you hope to derive the benefits these meetings are capable of delivering.
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Snappy and clever spontaneous dialog is delivered effortlessly in movies and
on television, but in the real world, participants will need some help in
framing the discussions you hope will lead to creative tension and break-
through discoveries. That assistance comes in the form of materials delivered
approximately one week in advance of the meeting, including your Strat-
egy Map, Balanced Scorecard measure results, commentaries on performance,
and updates on key strategic initiatives.

Who Should Facilitate the Meeting? Practitioners are mixed on this
point. Some tap their Balanced Scorecard champion or team leader to guide
the review session, and others rotate the assignment among the senior
management team. Both options have merit. Using the Scorecard cham-
pion ensures the meeting will be led by someone well schooled in the
mechanics of the Balanced Scorecard, its principles and functions, thereby
helping the group avoid digressing into the weeds of the company’s oper-
ations and missing the big picture being portrayed by Scorecard results.
Having a member of your senior management team conduct the session
can also prove beneficial, since one of your aims in pursuing the Balanced
Scorecard is to drive ownership and accountability for strategy execution
throughout the highest ranks of your organization chart. An additional ben-
efit of employing this option is challenging the senior manager facilitator
to step out of his or her usual silo and think broadly about organizational
success, engaging in dialog with other business unit leaders, and brain-
storming creative solutions to cross-functional challenges.

How Do You Review Results during the Meeting? Once again you have
a menu of options from which to choose when determining how you will
actually review Balanced Scorecard results. If your Strategy Map and Score-
card have made good use of cause-and-effect linkages, weaving a powerful
strategic story through the four perspectives of the model, you may choose
to use these causal paths as your roadmap in reviewing performance. You
might begin with the Financial perspective and work through the chain
evident in the other perspectives, all the while challenging the hypothe-
sis suggested by the linkages you created when developing the map and
measures.

A second method would have you move sequentially through the four
perspectives, beginning with Financial and dutifully scanning perform-
ance on each objective and measure right on down through the Employee
Learning and Growth perspective. This could be called the leave-no-stone-
unturned approach, and it is in direct contrast to a final option of exam-
ining performance on an exception basis. Those employing this approach
look first to measures operating significantly out of a predetermined range
of acceptable performance and take a deeper dive to the inner workings
of the metrics in an attempt to ferret out their root causes and get things
back on track.
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As with most things Balanced Scorecard, there is no one right way or
absolute method for running your review meetings. In fact, the modus
operandi of the session runs a distant second to the actual conversation
produced by the investigation itself. Regardless of the tack you use to steer
the ship, what really matters is the discussion spawned along the way. The
facilitator’s primary task is to use the results simply as a spark lighting a
flame of intense discussion during which conventional views are chal-
lenged, assumptions are exposed, and hypotheses about the strategy are
tested. Allow yourself some room for experimentation as you begin to
structure your meetings using the Balanced Scorecard as the agenda,
making alterations and improvements as you find a style that suits your
culture and meets your unique needs.

How Do You Set an Appropriate Tone for the Meeting? It is here that
your commitment to the meaning of the word “balance” is most severely
tested, as you attempt to embrace honest and open discussions while shun-
ning a blame culture that inhibits people from saying what is really on their
mind. Esteemed leadership expert Warren Bennis has noted, “Leaders do
not avoid, repress, or deny conflict, but rather see it as an opportunity.”'® No
meaningful knowledge or wisdom will bubble to the surface without the
ground first being prepared with the enrichment of candor, open and
frank discussion of the issues that truly matter. As discussed previously, you
must loosen the stifling grip silence holds on true success, encouraging
your team to challenge one another, question long-standing assumptions,
and ask the questions residing deep in their consciousness, the tough ones
most people don’t want to hear. Only then can you hope to exploit the full
value of what lies within the results supplied by your Balanced Scorecard.
Entrepreneur, inventor, and founder of Polaroid Edwin Land had a small
plaque on the wall of his office that read: A mistake is an event the full
benefit of which you have not yet turned to your advantage.”'' Organizations
are comprised of people, and people have been known to make a mistake
or two along the way. However, the strategy-centered meeting is no time
to play the I-told-you-so blame game. Rather this gathering must embrace
a spirit of learning in which mistakes are transformed into opportunities
to improve and inspire greater performance in the future. I once read an
account of the management practices at one poorly performing company
that excelled in the art of what was known as pigeon management: They
dumped all over their employees, left, and then came back in and dumped
all over them once again. Not the most charming management metaphor,
but it gets the point across pretty effectively. In this environment, no one
will be willing to raise the tough issues or pose the challenging questions;
doing so may result in a one-way ticket to the unemployment line. Learn-
ing, and not blame, must always be the primary goal of the strategy-
centered management meeting if you hope to create a culture in which
continuous learning about the strategy is truly seen as everyone’s job.
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How Often Do You Hold Meetings? I know you want fewer meetings,
not more, so I'm risking a good deal of page tearing and muftled exple-
tives when I suggest you hold your strategy-centered meetings at least
quarterly, but preferably monthly. Before you angrily toss this book across
the room shouting “No, not more meetings, please!!” hear me out. Cir-
cumstances change so rapidly in our modern business world that you simply
cannot afford to let as many as 90 days pass without holding a rigorous
review of the results you hope will propel you toward strategy execution.
Competitors new and old are undoubtedly plotting aggressive moves to
erode your market share, customer preferences may be subtly shifting with
new trends on the horizon, and the economic and political landscape in
which you operate may be undergoing seismic shifts. Ignoring the warn-
ing signs, not to mention the opportunities, in front of you is done entirely
at your peril.

The good news is that using the Balanced Scorecard may actually shorten
the duration of your review meetings. Where before you launched a pains-
taking examination of every line on your profit and loss statement and
aired as much dirty personnel laundry as you could squeeze in, now your
sessions will benefit from the structure of a tool with strategy at its core,
with strategy as the guiding force behind your discussion and your explo-
ration of the truth of your business.

How Do You Ensure Accountability?!?  On the subject of accountability
and making the most of time spent in meetings, authors Bossidy and
Charan are crystal clear in their excellent book, Execution: “Never finish a
meeting without clarifying what the follow-through will be, who will do it, when
and how they will do it, what resowrces they will use, and how and when the next
review will take place and with whom.”'® Ideas are the currency of the knowl-
edge economy, and during these sessions they will be flowing as freely as
promises at a political convention. But as we all know, ideas are only as
good as their execution, and they require directed action to reach fruition.
Always compile a list of action items flagged during the meeting and
ensure updates are provided at the next gathering.

KEEP IN MIND

¢ As the use of the Balanced Scorecard has evolved from a measurement
system to a strategic management system and communication tool,
many organizations have looked to technological solutions in an effort
to take advantage of advanced Scorecard techniques.

e Software packages provide advanced analytical and decision support tools,
allow for wide dissemination of strategic information, and encourage
innovation and team problem solving. Choosing a software provider
can prove to be one of the most difficult tasks in the entire Scorecard
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implementation. Elements of the decision include: design and config-
uration issues, reporting and analysis tools, technical considerations,
maintenance and security, and vendor assessments. The latest tools offer
human capital modules and the ability to broadcast Scorecard results
using wireless applications.

¢ Despite the many advantages to be gained from a technology solution,
it must never take the place of the collaborative effort necessary to craft
a Balanced Scorecard describing your specific strategy. Technology is
an enabler of the Scorecard, expanding its use and creating unlimited
opportunities for knowledge sharing and strategic breakthroughs.

e With the help of desktop publishing tools, those organizations not wish-
ing to pursue a software solution can create polished reports distilling
Scorecard information to the entire organization. As a next step, many
will use their organization’s intranet to communicate Scorecard results
and facilitate information sharing and learning.

e The Balanced Scorecard should not contribute to an organization’s man-
agement reporting burden. In fact, the reporting regimen should be
rationalized in light of the Scorecard’s presence. Existing reports must
be placed under the microscope of strategy to determine whether they
own a rightful place in the company’s reporting space.

e Most management meetings suffer from a number of critical flaws, in-
cluding a lack of conflict, no contextual structure, and an absence of
strategic discussion and decision making. Using the Balanced Scorecard
as the agenda for the management review process can overcome these
deficiencies and ensures the organization remains focused at all times on
strategy execution.

e Strategy-centered meetings should be held at least quarterly, if not
monthly, and be facilitated either by the Balanced Scorecard champion
or a member of the senior management team. Materials should be sent
to participants (members of the senior management team and others
able to contribute to the strategic agenda) in advance and will most likely
include the Strategy Map, Balanced Scorecard measures, and updates
on key strategic initiatives. Results may be reviewed by examining cause-
and-effect linkages, working sequentially through the four perspectives,
or on an exception basis. The key to successful meetings is fostering
open and candid discussions without allowing blame to creep in. No meet-
ing should end without actions being identified and captured for review at
a future session.
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CHAPTER 11

Maintaining the
Balanced Scorecard

Roadmap for Chapter Eleven When I was writing the first edition of this
book, my wife and I were in the middle of a move. After settling into our
new home, one of the first things we did was to have our backyard landscaped,
nothing extravagant, mostly lawn with some shrubs and trees. Oh, but that
lawn—I remember staring at the grass for at least a few moments every-
day. It was just so pristine, vibrantly green, and healthy looking. But can
you imagine what that same perfect lawn would have looked like after a few
weeks with no mowing, watering, or fertilizer? Now consider the condition
of your freshly minted Balanced Scorecard without a similar level of on-
going maintenance. To reach its full potential as an integrated strategic
management system, the Scorecard must be carefully maintained and nur-
tured. In this chapter we’ll explore the care and feeding of your new perform-
ance management system.

The adoption of business rules, processes, and procedures will assist the
Scorecard in making the transition from communication tool and mea-
surement system to management tool. Among a host of considerations,
organizations must evaluate how the Scorecard fits into long-term strategic
planning, how and when new Scorecards will be developed, under what cir-
cumstances measure changes will be considered, and how the Balanced
Scorecard will ultimately link to management processes like budgeting and
compensation. Gathering and reporting data is also central to the Score-
card, and effective techniques must be created to ensure this process is seen
as beneficial, not burdensome. Once organizations decide what must be
done to make the Scorecard a regular part of ongoing operations, then
they must decide who will do what and where the Scorecard function ulti-
mately will reside. The chapter outlines key Scorecard roles and provides
guidelines to help you determine who should own the Balanced Scorecard.

281
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THE BALANCED SCORECARD IS NEVER “COMPLETE”

Renowned leadership expert John Kotter has written extensively on the field
of organizational change and what it takes to sustain a major transfor-
mational initiative. In his book Leading Change, he says, “Major change often
takes a long time, especially in big organizations. Many forces can stall the process
far short of the finish line: turnover of key change agents, sheer exhaustion on the
part of leaders, or bad luck.”’ The Balanced Scorecard is not a metrics pro-
ject, it’s not a technology project, and it’s not a human resources program.
More than anything else, the Balanced Scorecard represents a major change
initiative, and as such it can fall prey to any of the issues Kotter suggests.
Key change agents are critical to the success of any effort but are absolutely
vital to institutionalizing the methods of the Balanced Scorecard. With-
out a person (or team) leading the refinement and continued development
of the Scorecard system, it can easily be derailed with managers slipping
back into their former practices. We will return to the subject of change
agents in the “Key Balanced Scorecard Roles” section of the chapter. Exec-
utives who have many important initiatives on their plates can become
overwhelmed by change. If executives fail to pay attention or to provide
the modeling necessary to set the proper tone throughout the organiza-
tion, the Balanced Scorecard could pay the price. And yes, even bad luck
can victimize Scorecard efforts. Software that simply won’t work as guar-
anteed and inexperienced consultants who promise more than they can
deliver are just two examples of circumstances that may conspire to sab-
otage your carefully planned efforts. Perhaps the single biggest Scorecard
pitfall to be avoided, however, is lack of maintenance. The Scorecard, like
any major change, must be constantly nurtured for a significant period
before it takes root within the culture and ongoing management practices
of the organization.

Beyond sustaining momentum, the Balanced Scorecard is never really
complete because your business is never really complete. Is there ever
a point at which you can stop and say, “Well, this is it, we’ve done it all,
there’s nothing left to conquer, looks like smooth sailing ahead”? No, because
the environment in which you operate is constantly changing. New com-
petitors enter the marketplace rapidly and from all over the globe; the wide
and swift availability of knowledge is causing customers to be more demand-
ing than ever; and employees insist on satistying and challenging roles that
make a real contribution to success while simultaneously providing quality
of life. All of these forces will affect your Balanced Scorecard, but fortunately
not only is this tool flexible, but flexibility might be its chief identifying
characteristic. As conditions change, current strategies will be severely
tested, and new strategies may be called into action. Strong relationships
thought to exist among measures may prove specious and necessitate the
adoption of new indicators. The Scorecard is malleable enough to handle
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such changes and will serve as a valuable tool while you navigate the chang-
ing course that is your business. The question is: How do you ensure that
the Scorecard remains a viable tool and is fully entrenched in the manage-
ment system of your organization so that it can be looked to as a guiding
and trusted compass during periods of change? Maintenance, nurturing,
and building on the current Scorecard base are the answers. This care and
feeding is comprised of establishing business rules and processes for effec-
tive Scorecarding operations, putting the right people in place to further
the transition to this new method of management, and finding a home
for the Balanced Scorecard. We'll look at each of these items during the chap-
ter. This is critical work, as Kotter reminds us: “Whenever you let up before the
job is done, critical momentum can be lost and regression may follow.”?

MAINTAINING THE BALANCED SCORECARD

Establishing Balanced Scorecard Policies,
Procedures, and Processes

The title of this section reminds me of the old command-and-control days
of business that featured a heavy emphasis on rules and process controls
to ensure strict adherence to steadfast procedures. Of course the Scorecard
is more representative of the new business paradigm characterized by open
information sharing, collaboration, empowerment, and team problem solv-
ing. Unfortunately, simply developing a Scorecard will not magically trans-
form your organization into a paragon of enlightened management prac-
tice. To become part of everyday life in the organization, your Scorecard
will require some business rules, processes, and procedures to ensure smooth
functioning, especially in the early stages of implementation. Here is a list
of specific areas to address once your Scorecard system is up and running.

e Long-range strategic planning. What is the role of the Balanced Scorecard
in the organization’s long-term strategic planning efforts? The Score-
card should be at the forefront of strategic planning. However, after initial
development of a Scorecard, some organizations revert back to their pre-
vious methods. Work with your strategic planning team to define the
Scorecard’s role in the process on a go-forward basis, ensuring it will
remain the key tool in effective execution of strategy.

o Annual Scorecard development. The Balanced Scorecard is designed to be
a flexible and dynamic tool that adjusts easily to the changes occurring
in your business. At least annually, you should tweak your Balanced
Scorecard to describe the continuing saga of your strategy. Don’t wait until
the last minute to put together a schedule, surprising the firm’s already
overworked managers. Compose a timeline early in the process, giving
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everyone involved ample time to formulate a Balanced Scorecard that
thoroughly displays how they contribute to overall success.

® Reporting dates. The wide distribution of Scorecard production dates is
critical. There is a strong possibility that at least some of your Scorecard
data will not come directly from source systems. That data will need to
be collected and entered into your reporting system, whether it is auto-
mated or not. Those responsible for providing data must be aware of
the timelines associated with reporting and the importance of timely
and accurate data submission. Your executive team will be relying on
the data, so don’t be shy about including a veiled threat in any corre-
spondence you produce when on the hunt for data.

o Terminology. Does the word “objective” have the same meaning for an
executive, midlevel manager, and customer service representative? If you
want to use the Scorecard to create a new language of measurement, it
should. You’ll have to grapple with terminology issues early in your imple-
mentation, however. As creatures of habit, people tend to migrate back
to earlier definitions.

® Roles and responsibilities. Determine who is accountable for administering
the Scorecard system in the organization and what their responsibilities
are. We’ll look at this in greater depth in the “Key Balanced Scorecard
Roles” section of the chapter.

o Thresholds of performance. When using the Scorecard as a measurement
system, organizations compare actual performance against a predeter-
mined benchmark. That comparative may be a budget amount, last
year’s number, a best-in-class number, or a stretch target. Regardless of
the comparative you choose, the relative ranges of performance must
be established. Perhaps “green” performance is anything meeting or
exceeding the target. “Yellow” may represent an actual amount within
10 percent of the target, and “red” could mean anything greater than
a 10 percent variance. Performance thresholds are bound to stir a little
controversy. Some people will consider them too strict while others will
counter that they are slack and don’t promote breakthrough action. My
recommendation is to err on the conservative side at least in the first
year. Give people the opportunity to become accustomed to this new
way of managing before imposing strict thresholds that demand exem-
plary performance.

e Changing objectives, measures, and targets. Under what circumstances will
you allow a midyear change in any of these performance indicators? Tar-
gets are especially vulnerable because many organizations lack a strong
target-setting competence and initial attempts are either too difficult
to achieve or too easy. Changes should be permitted only in clear cases
of a misguided objective, measure, or target. Perhaps the calculation of
a measure is leading to dysfunctional decision making or the target’s
perceived difficulty is demotivating to employees. In these situations a
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change may be warranted. We’ll examine this topic in greater detail
when we discuss “Updating the Scorecard’s Core Elements” a little fur-
ther in the chapter.

e Timetable for Scorecard linkages to management processes. During the first
year of your implementation, you may or may not wish to cascade the
Scorecard and link it to budgeting and compensation. At the very least
you should have a plan for future development. Consider it the Bal-
anced Scorecard “master plan” describing where you expect to take the
Scorecard in the future and what is required to make that happen. Even
if linkages aren’t occurring during year 1, the dialog to facilitate future
transformation should be taking place.

Gathering Data for the Balanced Scorecard

Gathering and entering data into your Scorecard reporting system often
presents unique challenges. The first issue you face is whether the data
are even available. One of the strongest benefits of the Scorecard is its abil-
ity to highlight the “missing measures” that drive future results. Identifying
these indicators is one thing; gathering the supporting data is another.
You may not have the systems or tools in place to harvest the data at the
outset of your implementation. In fact, estimates vary, but you can prob-
ably expect to be missing between 20 and 30 percent of your data as you
begin to report results. These absent data should not dictate any delay in
reporting the Scorecard. Focus on the measures you do have and spend
the necessary time and effort to develop processes for acquiring outstand-
ing data.

Have you ever considered a career in law enforcement? I ask because
when you attempt to get Scorecard data from measure owners, you may
feel like the Balanced Scorecard Police. Like the highway patrol officer
pulling over a contrite speeder, you’ll hear every excuse in the book: “The
source reports haven’t been produced yet,” “I'm waiting for one more
number from Accounting,” “I was on vacation last week and am still catch-
ing up!” Some are legitimate and may signal that a redesign of processes
is necessary, while others are outrageous. Cajoling, persuading, and even
threatening will go only so far. The only reliable method of ensuring a smooth
data-gathering process is to make it as painless and simple as possible for
those aftected. Even if you are using a relatively low-tech reporting solu-
tion, you can build automated links into the gathering process, making it
easier for those involved to send their much-needed data. Designing and
distributing a customized measure template will go a long way toward ensur-
ing data owner compliance. Exhibit 11.1 presents a data collection form you
can customize for your performance measures. Develop a form for each
owner of Balanced Scorecard measures, and distribute them electronically
for completion. In this example, it is assumed that data are requested for
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the month of September; however, previous submissions are also displayed
to provide relevant background and facilitate a performance commentary.
Once completed, the form should be sent by e-mail back to the Balanced
Scorecard system administrator who will enter the data into the Scorecard
reporting tool.

Should you choose an automated solution to report Scorecard results,
you may be able to import data directly from the form into the software.
Depending on the functionality offered by the program, you may even be
able to directly import the narrative supplied in the commentary columns.
Using this simple form and taking advantage of your e-mail system for dis-
tribution greatly reduces any burden on measure owners. They simply open
the e-mail attachment, fill in their performance numbers, and send the
form back. Not only does the process make it easier for those responsible
to supply data, but Scorecard administrators will also appreciate the exis-
tence of just one form of template. Rather than attempting to translate
data scribbled on the back of business cards or read barely decipherable
faxes, the administrator can easily transfer data from a common form to
the reporting tool.

Updating the Scorecard’s Core Elements:
Objectives, Measures, and Targets

As discussed, the Balanced Scorecard is designed to be a dynamic tool, flex-
ible and capable of change as necessitated by business conditions. Over
time you can expect a number of changes to take place within the realm
of your objectives, measures, and targets. At the far end of the possibility
spectrum you may decide to abandon a strategy you’ve pursued based on
Scorecard results that disclaim much of your hypothesis. In that extreme
case you would likely develop a new strategy for your organization and like-
wise select new and corresponding objectives, measures, and targets that
act as direct translations of the updated strategy. Even with today’s shorter
strategic shelf lives, you would not expect to make wholesale changes to
objectives, measures, and targets each and every year. However, it is a very
good idea to critically examine the Scorecard at least annually and deter-
mine if its core elements are still appropriate in telling an accurate strategic
story. Results of a best practices benchmarking study suggest that a major-
ity of Scorecard practitioners do just that. In the study, 62 percent of parti-
cipants updated their Balanced Scorecards annually; 15 percent updated
every six months, while 23 percent updated every three months.? Make
the annual Scorecard review process part of the normal planning cycle that
occurs at most companies. Organizations engage in strategic planning,
budgeting, and business planning every year. The Scorecard can be slotted
in with these activities and take its rightful place as a key management
process.



Irmgn.ir

288 Maintaining the Balanced Scorecard

Expect many subtle changes to be made to objectives and measures as
you gain experience using the Balanced Scorecard system. Objectives may
be reworded to more accurately represent their core purpose or to clarify
potentially confusing terminology. Similarly, measures could be subject to
changes in the method of calculation to better capture the true essence
of the event under investigation, or the description may be enhanced to
improve employee understanding of operational and strategic significance.
You may also change the frequency with which you collect performance
data. For example, you may have attempted to track employee satisfaction
monthly, but the logistics of gathering the data simply proved too chal-
lenging. In that case you wouldn’t abandon this important indicator, but
you would simply change the reporting period to something more amenable
to measurement. Any change in a measure has a potential impact on the
corresponding target. This is especially true if you make changes to formulas
or calculations.

Updating your performance objectives, measures, and targets is yet
another way to tap into the collective knowledge of your organization.
Be sure to involve as many employees as possible to ensure that any changes
reflect organization-wide interests. Surveying employees is an excellent
method of gathering their feedback on Scorecard use and potential improve-
ments. Exhibit 11.2 displays a 10-question survey that can be administered
to employees at least annually to ensure the collection of critical feedback
and knowledge. Employees should answer the survey questions with their
specific group or department in mind. The senior executive team would
assess the high-level organizational Scorecard. In addition to asking ques-
tions, the survey also includes a space for employee comments and recom-
mendations for Scorecard improvements. In this example, the surveyed
employee gives her group’s Scorecard 38 out of a possible 50 points. Any total
over 35 would be considered positive; however, the composition of the scores
provides as much insight as the aggregate. In this case, for example, the
Scorecard appears to be working very well in its intended capacity of in-
forming employees about organizational strategy and providing a line of
sight. It also appears that this group reviews their results on a regular basis
and uses the information to identify future improvement initiatives. How-
ever, it is also clear that this employee is not happy with the reporting tool
being used, the cause-and-effect linkages aren’t clear, and Scorecard results
are not stimulating organization-wide discussions. This input is invaluable
as managers and employees look to develop future iterations of their Score-
card. Customers and suppliers also have a stake in your performance and
would probably be flattered and impressed should you consult them
regarding possible updates to the Scorecard.

The caveat regarding changes is this: Don’t alter your measures simply
because you dislike the current crop or the results aren’t what you expected.
The Balanced Scorecard is about learning: learning about your strategy,
learning about the assumptions you've made to win in your marketplace,
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Exhibit 11.2 Balanced Scorecard Employee Survey

Item Score
Use of the Balanced Scorecard in my group has helped increase my 5
knowledge of the organization’s strategy.

Our group’s Balanced Scorecard measures clearly demonstrate how 5
we contribute to the achievement of overall organizational goals.

Our measures represent an appropriate balance among the four 4
Balanced Scorecard perspectives.

Our measures are linked in a series of cause-and-effect relationships. 3
My input was sought during the development of our group’s Balanced 4
Scorecard.

In our group we review Balanced Scorecard results on a regular basis. 4
The reporting tool we use is efficient. 3
Managers and employees are held accountable for achieving Balanced 4

Scorecard results.

Analyzing Balanced Scorecard results allows our group to identify 4
potential improvement initiatives.

Discussing Balanced Scorecard results with colleagues has increased 2
my knowledge of their function(s).

Total Score 38

Additional Comments:

| would like to know more about the use of the Scorecard in other groups within
the company. How are results reported, and can those results be shared with all
employees?

and learning about the value proposition you’ve put forth. Sometimes you
won’t enjoy what your measures are telling you, but your challenge is to
use these deviations from plan as opportunities for learning, not simply
as defects in need of remedy.

Key Balanced Scorecard Roles

Chapter Two introduced the critical roles necessary to make the Balanced
Scorecard implementation a success. Let’s revisit a number of those roles
within a new context—making the Scorecard an ongoing success to maxi-
mize your performance and maintain results.

The theme running through this chapter is simple: Balanced Scorecards
are not necessarily self-sustaining. Development and progress must be con-
stantly nurtured in order for meaningful results to be derived. The critical
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player in the Scorecard’s ongoing development is the Balanced Scorecard
champion or team leader. Someone in the organization must be equated with
the Balanced Scorecard and seen as both its ambassador and thought leader.
Everything we’ve reviewed thus far in this chapter will require leadership.
Steering the course of discussions around policies and procedures, eval-
uating possible measure changes, and providing insight on data acquisition
strategies all need a strong leader. The Scorecard champion is that some-
one. With a unique mix of communication and leadership skills, the cham-
pion is the recognized Scorecard subject matter expert, coaching leaders
and managers alike on Scorecard concepts and how the tool can best be
utilized to achieve breakthrough results. But the Scorecard champion has
a bigger role than guiding discussions and setting policies; it’s the five-
minute conversations in the hallway about last month’s Scorecard results,
or the distribution of an article about the latest Scorecard techniques, or
the presentation to a group of administrative assistants who previously felt
out of the Scorecard loop that really make the difference. In a word, it’s
communication. The champion artfully communicates how the Scorecard
is making a difference now and can forge new ground in the future through
innovative uses as a strategic management system. The most logical can-
didate for the role is the individual filling the position during your initial
implementation. This person will have already carved inroads in the cred-
ibility roadways of the organization and be seen as Mr. or Ms. Balanced
Scorecard. Asking the person to assume the role full-time and give up, or
at least scale back, former responsibilities probably won’t require exten-
sive coaxing. I've been part of a number of implementations during which
Scorecard champions so enjoyed their role that they asked to make the
position a permanent move. I'm absolutely convinced that the assignment
of a full-time Balanced Scorecard champion is a key differentiator of suc-
cessful Balanced Scorecard implementations. The knowledge, continuity,
and constant communication offered by the position can’t be beaten.
The other truly indispensable Scorecard role is that of executive sponsor.
Everything chronicled in Chapter Two regarding this role applies on an
ongoing basis as well. The sponsor provides new information on strategy
and plans, maintains constant communication with other members of the
senior team, and continues to supply enthusiastic support for the Balanced
Scorecard. All senior executives must share an ownership interest in the
Balanced Scorecard if it is to reach its full potential. The executive spon-
sor works to make this happen by constantly engaging other members of
the senior team in dialog addressing the benefits and future direction of
the Scorecard. As the Scorecard program grows and matures, the executive
sponsor is counted on to share your enlightened management concepts
with colleagues and networks of other executives. Depending on where
responsibility for the Scorecard ultimately resides in the organization (see
“Who Owns the Balanced Scorecard?” which follows), it would be conve-
nient and beneficial to have the Scorecard champion report directly to the
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executive sponsor. The clear line of communication resulting from this
relationship would ensure that the latest Scorecard developments are fun-
neled to the executive suite where swift action can be taken to leverage
opportunities and remove obstacles.

Balanced Scorecard team members were integral to the original development
of the Balanced Scorecard, but the role of this group changes as the Score-
card develops. Rather than hands-on Scorecard building, the task of the
team evolves to information and best practice sharing. Team members must
meet on a regular basis to review what the Scorecard has meant in their
units or groups. They supply valuable input in the form of tips, effective
Scorecard processes, and issue resolution strategies. The team should also
be used as a proving ground for your latest Scorecard ideas. When linking
the Scorecard to budgeting or compensation, for example, team mem-
bers are able to provide a unique perspective on what will be necessary
to make the transition a success in their business unit or group. Some orga-
nizations will migrate from a Balanced Scorecard team to a steering com-
mittee comprised of the champion, executive sponsor, other senior exec-
utives, and certain members of the original team. This group carries a more
formal mandate of establishing Scorecard policies and charting future
development.

A role we didn’t consider when developing the Balanced Scorecard, but
one that is crucial to its long-term success, is that of the system administra-
tor. This term is normally associated with the individual administering a
packaged software solution but may also apply if you develop your own
reporting solution. Depending on the sophistication of your reporting
tools, the Balanced Scorecard champion may be able to fill this role com-
petently. However, should you purchase an automated solution, an admini-
strator will most likely be required. System administrators hold the ulti-
mate responsibility of scheduling results reporting and ensuring Scorecard
data are gathered on a timely basis and entered accurately into the tool.
They also make changes to Scorecard elements (objectives, measures, and
targets), provide technical support to users, upgrade to new versions of
software, and supply training. Liaising closely with the Balanced Scorecard
champion and executive sponsor, the administrator plays an important part
in defining the Scorecard’s role in management review sessions. Whether
it is transparencies displayed on an overhead projector or the latest Score-
card software, the technology that supports Scorecard reviews must function
properly to bolster credibility for the new process. Most commercially avail-
able software packages provide material spelling out in detail the require-
ments of a system administrator.

Who Owns the Balanced Scorecard?

We have considered the roles necessary to ensure that the Scorecard is
embedded in the management systems of the organization. Now we must
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find a home for the Scorecard function and more specifically the cham-
pion and system administrator. Team members will continue reporting to
their business unit head, and the executive sponsor remains in her senior
management position, but to whom will the champion and system admin-
istrator report? Before we answer that question, let’s consider why it is critical
to find a home for the Scorecard function. At this point in the process,
the Balanced Scorecard may still be viewed as a project and not an ongo-
ing way of managing the business. If the Balanced Scorecard does not have
a solid foundation and clear ownership, it will be very difficult to erase
this perception, and it may become solidified in the minds of employees.
Of course, the word “project” connotes an image of something generally
temporary in nature that, over time and with significant effort, is achieved
or considered “complete.” But as we have seen, the Balanced Scorecard is
never really complete since it must flow with the changing tides of your
business, helping steer the course as conditions inevitably change. If the
Scorecard is thought of as complete, the desire and incentive to report results
and use them in making business decisions is greatly reduced, and even-
tually serious gaps may develop in measurement and reporting. In contrast,
providing the Scorecard with a functional home changes the paradigm and
shifts the Scorecard to a permanent, legitimate business operation on its way
to becoming ingrained in the fabric of everyday organizational life.

The leading candidate in the race for Scorecard custodial rights is the
Finance function. In one study, participants were asked which functional
area is responsible for managing their company’s performance measure-
ment system. Sixty-seven percent replied Finance.* My experience echoes
this finding. The majority of Scorecard implementations on which I have
been engaged concluded with the responsibility for ownership and ongo-
ing development resting with Finance. With its place at the center of the
organization’s information processing and distribution function, Finance
may have always represented a legitimate choice for Scorecard ownership.
Recent developments in the field have made its bid for Scorecard owner-
ship even stronger: “The information age calls for Finance to play a new role
—architect of the enterprise . . . . The traditional focus on control and compliance
activities must be replaced by strategic, economic, tactical, and performance mea-
surement leadership . . .. Why Finance? Finance has the highest level of access to
information, strategy, economic targets, and internal process activities.”® It’s clear
that Finance professionals have begun embracing new roles in the organi-
zation, shedding the burdensome, and often nonvalue-added, corporate
policeman persona in favor of a powerful and dynamic new look that places
strategy and business partnership at its core. The Balanced Scorecard, with its
holistic and collaborative nature, fits like a glove in this new Finance paradigm.

Before you rush down the hall and place the Balanced Scorecard Owner
sash over the shoulder of your Finance leader, remember that every orga-
nization and every Balanced Scorecard implementation is unique. Finance
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may be a great home for the Scorecard in many organizations, but your
Finance function may still be mired in the old control and compliance
framework and have yet to experience the benefits of business partner-
ship relationships. If that’s the case, you’ll probably find that the people-
intensive, knowledge-sharing, collaborative features of the Scorecard aren’t
a great fit for your Finance function. Perhaps the Strategic Planning or
Human Resources function fits the bill in your organization. If so, place
Scorecard responsibilities there. The bottom line is this: You are looking
for a home in which the executive leader believes in the management
theory captured by the Scorecard and is willing to actively support, develop,
refine, and evangelize the tool. The right person could be in Human Resources,
Marketing, Manufacturing, Strategic Planning, or Finance. As always, it’s
the characteristics of the leader, not the functional title, that really matter.

An Emerging Discipline: The Office
of Strategy Management

As organizations and the practice of management have evolved over the
past 150 years, we have seen the emergence of a number of disciplines
shepherding the ongoing art and science of business. Witness the birth of
the chief financial officer (CFO), responsible for the stewardship of money
entrusted to management’s care and, more recently, a key player at the
strategy table of most companies. Similarly, as technology has transformed
individual businesses and entire industries alike, we have seen the chief
information officer (CIO) rise to prominent heights, charting the techno-
logical path necessary to ensure efficient operations, drive innovation, and
offer breakthrough customer service.

While most modern organizations employ at least some semblance of
a strategic planning group, no single entity within the company has been
charged with the joint responsibilities of strategy formation and its far more
valuable cousin, strategy execution. Unfortunately, most organizations do
not actively manage the strategy process in its entirety; bits and pieces of
this vital enabler of success are strewn somewhat wildly throughout the vast
reaches of the typical enterprise. But help is on the way, with some intre-
pid pioneers recognizing this deficiency and advocating an entirely new
professional function, the Office of Strategy Management (OSM), which
marries the strategy formation and execution functions in one coordinated
effort. The OSM is a recent phenomenon, championed by Scorecard archi-
tects Kaplan and Norton, and holds the hope of bridging the strategy
formation and execution gap, thereby making strategy execution a core
competency to be wielded at every enterprise.® Let’s take a closer look at
this oftice and explore how you may use it within your company. As you
will discover, the OSM can be considered an umbrella agency for many of
the Balanced Scorecard tasks discussed throughout this book.
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Functions of the Office of Strategy Management Fundamentally,
the OSM is the guardian of the many processes, which normally cut across
organizational boundaries and require significant integration, that are
required to execute strategy successfully. As noted, what is new and dif-
ferent here is the fact that one function or office takes responsibility for
the complex and coordinated effort required to execute the organization’s
strategy. Collaboration and integration aren’t left to chance but are care-
fully managed under the auspices of the OSM. Although the art and science
of the OSM are nascent fields, early research and practitioner experience
has led to a number of key functions falling under the umbrella of the office.
An outline of each follows.”

o Change management. At its very core, strategy is about doing something
different: about choosing a different set of activities and processes from
your rivals and executing them flawlessly. Therefore, the notions of
strategy and change are inextricably linked, since strategy introduces
novelty in the form of a new organizational direction. As we all know,
change is a difficult concept to operationalize for most organizations.
As Machiavelli reminds us in his classic work The Prince, “It ought to be
remembered that there is nothing more difficult to take in hand, more perilous
to conduct, or more uncertain in its success, than to take the lead in the intro-
duction of a new order of things.”® As perilous as the task may be, it must
be accomplished if organizations hope to reap the rewards of differen-
tiating strategies. Therefore, among the first responsibilities of the OSM
is the challenge of change management. OSM staffers must outline the
rationale for the change, discuss how it will be implemented, clarify expec-
tations, and, most vitally, clearly establish what benefits await employees
willing to accept the change.

o Strategy formation and planning. While the OSM itself is not necessarily
responsible for crafting organizational strategy, and in fact probably
should not be as strategy is best developed by line managers, it should
be accountable for the process in which strategy is developed. This process
may encompass many duties, including gathering relevant strategy
inputs, such as competitive and environmental information; conducting
scenario planning; facilitating strategic dialog and debate; and orches-
trating the strategy timetable. To execute this responsibility effectively,
it is critical that the OSM work closely with the senior executive team.

e Balanced Scorecard coordination. An obvious role of the OSM is custodian
of the organization’s Balanced Scorecard process and its many atten-
dant responsibilities. Members of the OSM team must demonstrate their
strategic acumen as they work closely with the executive team in devel-
oping the organization’s Balanced Scorecard. When the Scorecard is
created, much of the OSM’s work is still to be done: Scorecard training
throughout the enterprise, facilitation of Scorecard result meetings, and
guardianship of the information systems used to display and dissemi-
nate results, to name but a few.
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o Strategic communication. Unfortunately, gold stars for communication are
not in the immediate future for the vast majority of companies. When
it comes to sharing information, the rule of thumb for many orga-
nizations appears to be too little, too late, and top down. In the era of
scientific management at the turn of the twentieth century, this over-
sight could be readily ignored. Employees of that epoch generally
required little in the form of communication to perform their laborious
and repetitive tasks. The knowledge economy of the twenty-first cen-
tury, however, demands more from our leaders. Should they expect to
win both the hearts and minds of their staff, they must engage in vir-
tually constant communication of the building blocks of success: mission,
vision, values, strategy, and the necessity of change. Working with other
constituents across the organization (Corporate Communications as an
example), the OSM should coordinate communication activities cen-
tering on strategy. A key tenet of this work is the use of many and varied
communication devices, including town hall meetings, presentations,
and e-learning opportunities, all segmented by audience.

e Alignment. Inconsistency is a ticking time bomb in many organizations,
just waiting to explode and destroy any hope of success. Frequently the
inconsistencies, while philosophically simple, are profound in their dam-
aging effects. They may include, for example, constantly espousing the
value of teamwork but rewarding individual performance or touting the
critical nature of innovation but refusing to provide budget dollars for
experimentation. Credibility is potentially the most valuable currency
possessed by leaders, and when they say one thing and do another, their
credibility is substantially eroded, leaving employees wondering why
they should expend one ounce of precious energy when they know pri-
orities are as stable as leaves blowing in the wind. The OSM must ensure
that all critical organizational processes are in alignment with the strat-
egy, thereby eliminating the possibility of inconsistencies. One of the
most vital links is that between strategy and performance management,
including personal development planning and compensation. Human
capital is the real driver of the knowledge economy, and every organization
must ensure this most scarce of resources is aligned with the strategy.

o [nitiative management. Many organizations receive a high payback on
their OSM investment when they actively manage the initiative process.
The vast majority of truly “strategic” initiatives are cross-functional in
nature, frequently requiring collaboration among business units, I'T, and
other entities, and thus must be managed in a cross-functional manner.
While the OSM will not actively lead strategic initiatives, it supplies
the processes to ensure such initiatives are on track and are having the
promised strategic impact.

e Governance coordination. In the wake of the many scandals that have plagued
the business world recently, we have entered a new era of corporate gov-
ernance. Today our boards require tools that provide an insightful view
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into the organization’s strategy and value-creating mechanisms. The
OSM has the opportunity to break new organizational ground in this
regard by working with the board and other external stakeholders to
proactively determine their information needs and meet them in a timely
and efficient fashion.

o Performance review administration. Strategy must constantly be monitored
and tested in real time to determine its efficacy, and the performance
review meeting is the setting for this learning laboratory. The OSM
coordinates the overall performance and strategy review process by deter-
mining the timetable, developing the agenda, facilitating the discussion,
and ensuring that follow-up actions are documented and completed.

Initial Considerations in Establishing a Strategic Management Office
In the field of social psychology, there exists a phenomenon referred to
as “diffusion of responsibility,” which often manifests itself in scenes of per-
sonal tragedy. We’ve all heard of people suffering from heart attacks on
bustling city streets only to be ignored as they cry out for help. That’s dif-
fusion of responsibility in action—we all assume that someone else will
jump in and lend a hand. In less dramatic fashion, this phenomenon is
played out in the halls of organizations each and every day as various func-
tions work independently of one another, often suboptimizing overall
results. The OSM can help you overcome this deficiency by acting as con-
nective tissue that binds together the many processes that have a stake in
the execution of strategy. But where to begin? Two critical considerations
are staffing and areas of emphasis. Let’s examine each briefly.

In order to fulfill its vital role, the OSM must have a seat at the execu-
tive table or at the very least report to a senior executive within the organi-
zation. The office will be called on to work across organizational boundaries.
It must have the ability to play the position power card in bringing disparate
organizational audiences together. While staff size typically varies depend-
ing on the size of the organization, there are some key characteristics to
consider when staffing the office. Chrysler Corporation, for example, fills its
OSM with what it considers high-potential individuals, each (generally)
with five years of experience in multiple areas of the company.? Their
varied backgrounds provide these individuals with networks throughout the
company, while also contributing the diverse viewpoints necessary to fuel
creative dissent that often drives breakthrough results.

Creating and managing an OSM where none existed in the past is a sig-
nificant undertaking, and is best considered from an evolutionary viewpoint.
It will prove virtually impossible (given logistical challenges for one) to
master all of the functions noted in the last section at the same time. There-
fore, organizations must determine where their greatest sources of pain
exist and strategically administer aid in the form of OSM interventions.
For example, communications may have been nonexistent in your orga-
nization in the past, and therefore a first-year imperative of the OSM may
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be the creation and administration of a strategic communication plan. Of
course, in order to make strategy execution a core competency, each of the
functions must be attended to. As with all things, it is ultimately a matter
of balance.

KEEP IN MIND

e By viewing the Balanced Scorecard as a one-time metrics or systems ini-
tiative, some organizations fail to take advantage of the Scorecard’s attri-
butes as a strategic management system. Through proper guidance and
maintenance, the Scorecard will become the cornerstone of the orga-
nization’s management system.

e Making this transition requires the consideration of how a number of
Scorecard-related tasks will fit into current and anticipated management
models. These include the Scorecard’s role in long-range strategic plan-
ning, annual Scorecard development, reporting dates, terminology, roles
and responsibilities for Scorecard development, thresholds of performance,
changing Scorecard elements, and linking the Scorecard to management
processes.

e Strategies for effectively and efficiently collecting and loading perfor-
mance data into a Scorecard reporting tool must be developed if the
tool is to be accepted and used by employees. Whether an automated
Scorecard solution is pursued or not, the data-gathering process is enhanced
by the use of customized collection templates.

e A majority of Scorecard practitioners update their Scorecard on an annual
basis. As conditions change and Scorecard learning intensifies, many
companies will make changes to performance objectives, measures, and
targets. The adjustments could reflect a change in strategic direction
or a simple clarification to an otherwise confusing indicator.

o All the key players involved in the initial design and development of
the Balanced Scorecard have a role to play in its ongoing evolution. The
Balanced Scorecard champion’s role takes on expanded prominence as
this individual uses communication skills and Scorecard knowledge
to coach and train executives, managers, and employees alike on the
benefits to be derived from an even greater reliance on the Balanced
Scorecard methodology. A new function emerges as the Scorecard grows:
the system administrator. This individual controls the vital function of
ensuring timely and accurate reporting of Scorecard results.

e The Finance function is the predominant home of the Balanced Score-
card in most organizations. As the purveyors of company information
and with their unique view into strategy, processes, and economic events,
this function often makes a very logical choice. However, the ultimate
test for Scorecard ownership is an executive willing to actively use, support,
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and help shape the future direction of the Scorecard as a key strategy exe-
cution tool of the organization.

e As organizations have evolved, new professional disciplines have emerged,
such as chief financial officer and chief information officer. In order
to cement strategy execution as a core competency, organizations are
creating Offices of Strategy Management to bridge the gap between
strategy formation and implementation. Among the many functions of
the OSM are change management, strategy formation and planning,
Balanced Scorecard coordination, strategic communication, alignment,
initiative management, governance coordination, and performance
review administration.
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CHAPTER 12

Concluding Thoughts on
Balanced Scorecard Success

Roadmap for Chapter Twelve Do you remember those college days when
you knew you had amassed enough marks to pass a course so you decided
to skip the last few classes? Tempting as it may be, let’s not have a repeat
of history here because we still have some work to do before you get your
A in Balanced Scorecard.

Chapter Two introduced the role of an organizational change expert.
In this chapter we’ll take a much closer look at the important work to be
performed by this individual. Following our look at change activities nec-
essary to secure Scorecard success is a review of the “Top 10” Balanced Score-
card implementation issues. Many organizations will determine that building
a Scorecard is better done with the assistance of experienced management
consultants. The chapter provides a number of criteria to be considered
when choosing a consulting partner.

THE IMPORTANCE OF ORGANIZATIONAL
CHANGE CONCEPTS

Between 50 and 80 percent of large change initiatives fail to meet expec-
tations. This startling statistic is relevant to us since, as we know, the Balanced
Scorecard does not represent a measurement initiative but is instead the
very essence of a change eftfort. Not only does an organization’s measure-
ment system change as a result of the Scorecard, but if the implementation
is to prove successful, the fundamental management processes guiding the
company will be dramatically altered as well. The Balanced Scorecard rep-
resents a major departure in performance management for many organi-
zations. Strategy, not financial controls, dictates the firm’s direction, and
the Scorecard creates a powerful new language for employee change. As
is the case with strategy, it’s not the change effort itself that tends to cause
the failure, it’s the execution that always derails the effort.

Effective organizational change is every bit as challenging as success-
ful implementation of a new strategy. Judging by the square footage devoted

299
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to the topic at bookstores, most managers would agree with that assessment.
Dozens of books and hundreds of articles are devoted to this vexing yet
utterly critical management challenge. While cracking the code of change
is far beyond the scope of this book, outlining some key change issues that
require thought and planning is not. Chapter Two introduced the role of
the organizational change expert as a member of the Balanced Scorecard
implementation team. Let’s now consider some of the key issues that will
require the change expert’s attention and knowledge as you attempt to
develop a Balanced Scorecard system.

o Why is this change necessary? Organizations often announce a sweeping
change program that will ultimately impact everyone in the organi-
zation but neglect to share the necessity of the change and related objec-
tives. Employees will fill any such communication void with rumors, and
chances are they won’t be overly positive. Not only will the rumors sup-
port a negative rationale for the change, but probably they will attribute
downright nasty motives to the executives who cooked up the whole
scheme. Rationale for the change and associated objectives must be clearly
stated at the outset of the implementation if there is any prospect of
gaining employee support. Developing a guiding rationale was the very
first topic mentioned in Chapter Two. If employees are expected to rally
around the Scorecard, they must first recognize the need for a change
and the rewards to be achieved by implementing it successfully.

o What do you expect from me as a result of this change? Clarity of expectations
can be an absolute make-or-break issue when attempting to manage
change successfully. What impact will Scorecard reporting have on man-
agers and employees? How does it affect routine processes? Will it disrupt
personal relationships? These and several other questions will naturally
flow from a review of expectations. Scorecard planners must be proac-
tive in determining what is expected of all employees once the Scorecard
is up and running. If certain employees do stand to lose something in
the transition to a Balanced Scorecard system, it is very important to
honor their past efforts and again promote the rationale for the change.

o Is the change compatible with the organization’s culture and values? Some
organizations have a strong and proud history of managing by measures;
others have been content to focus on a few key drivers to monitor their
ongoing activities. Introducing the Balanced Scorecard into a culture
with no past reliance on or knowledge of advanced measurement tech-
niques may be very difficult.

o Are support systems in place for completing the change? When developing a
Balanced Scorecard, organizations must ensure resources and support
systems are in place to help ensure a successful outcome. Employees will
be hesitant to lend their energy and support to any endeavor that lacks
the necessary resources to see it through to completion.
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» How confident are employees? Organizations have long memories, espe-
cially for past failures. If previous attempts at change have delivered
frustration instead of results, current endeavors may be plagued from
the outset by a lack of confidence. Optimism and belief on the part of
employees that the change can be wrought is crucial. Confidence tends
to boost energy and propel everyone toward achievement, while a lack
of belief can lead to organizational apathy. Look to your history for pos-
itive examples of change, highlights you can draw on during the Balanced
Scorecard implementation.

These are just some of the many issues that affect the success of a change
program. There are no easy fixes or answers for any of the issues, as each
is a product of the unique culture residing within every organization. How-
ever, recognizing that you may have problems and developing potential
solutions go a long way toward a smooth Scorecard implementation. At
the outset of a Scorecard effort, effective organizational change facilitators
can assess staff members across the organization, from executives to man-
agers to front-line employees, in an effort to capture the perceptions held
regarding critical success factors. Armed with that knowledge, the facili-
tator can work with other members of the Scorecard team to develop action
plans and programs aimed at mitigating the potentially negative effects
associated with the issues identified.

The only way to stack the change deck in your favor is to perform a com-
prehensive assessment of opinions and perceptions held at all levels of the
organization and then take appropriate action based on what you find.
Being proactive is always a positive trait, but it is absolutely crucial here.
Waiting too long can prove disastrous to your Scorecard efforts. As a final
warning, remember it’s not technology or methodologies that cause change
efforts to fail, it’s almost always “people” issues.

TOP 10 BALANCED SCORECARD
IMPLEMENTATION ISSUES

In this book I've attempted to provide a comprehensive guide detailing
what is necessary to implement the Balanced Scorecard successfully. My
optimistic belief is that by following this advice, your organization can
evade many of the pitfalls known to be hazardous to your Scorecard’s
health. Some of the problem areas are so pervasive, however, that they
merit further attention and review before you launch your campaign. Here
are my top 10 Scorecard implementation issues. It is my sincere hope that
your organization can elude the perilous grip of each and every one.

10. Premature links to management processes. The transition from commu-
nication tool through the development of a Strategy Map, to mea-
surement, to strategic management system is a natural evolution for
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a successful Balanced Scorecard. Embedding the Scorecard into man-
agement processes such as budgeting, compensation, and corporate
governance allows organizations to tap the full potential of this
dynamic framework. However, premature attempts to forge these
links may cause a swift decline in Scorecard momentum. A major
culprit here is the link of Scorecard measures to compensation.
Employee attention and focus are undoubtedly heightened thanks
to this powerful lever, but exercising it too soon can produce many
unintended side effects. For one thing, the measures linking the Score-
card to compensation may be unproven and lead to dysfunctional
decision making on the part of managers looking to cash in. Targets
are also an issue, especially for new measures. An aggressive target
may be perceived as unattainable and unrealistic, causing employees
to lose any motivation they may have had to achieve it. Yet a target
easily achieved will do little to foster breakthrough performance.
Should the compensation link come under fire, employees, managers,
and executives alike may be quick in assigning blame to an inher-
ent shortcoming of the Scorecard system itself rather than shoulder-
ing the responsibility for an ill-conceived compensation scheme.

Lack of cascading. This issue actually warrants a higher placement
than number 9 but is positioned here because it doesn’t apply to
every organization. Some small companies or business units within
a larger entity may develop one Balanced Scorecard that is sufficient
to guide the actions of the entire workforce. Organizations of any
appreciable size, however, must cascade the Scorecard from top to
bottom if they hope to gain the advantages offered by this system.
Front-line employees are so far removed from organizational strategy
that a high-level Scorecard, while providing a modicum of learning
and motivation opportunities, will do little to guide daily activities.
It is only by cascading the Scorecard to all levels of the organization
and allowing all employees to describe how they contribute to the
organization’s overall success that true alignment can occur.

Ineffective team development. As I was preparing for a measures work-
shop with a client recently, my phone rang and the voice on the other
end was that of the executive sponsor from this particular organiza-
tion. After the usual pleasantries she informed me that “Dave” would
not be able to attend; he had been called out-of-town for an impor-
tant customer meeting. It is always amazing to me how many thoughts
and emotions a human being can process practically simultaneously.
I'was at once relieved because Dave was a known skeptic, disappointed
because I had prepared group assignments and would now have to
replace him, and confused as to why this customer meeting would
take precedence over a Scorecard session. When the cognitive dust
settled my most resonant feeling was one of disappointment, because
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the very fact that Dave was a skeptic made him all the more valuable
to the team; his incessant questioning and innate cynicism frequently
led to deeper discussions and ultimately better results. In fact, the
more I thought of it, the more I concluded that this team had been
successful because of, not in spite of, the various perspectives brought
to bear by different people from different parts of the organization
who reflected various viewpoints. Balanced Scorecards thrive in a
team environment where backgrounds and functional specialties
meld in the alchemy of heated debate and animated discussion
aimed at producing a Scorecard reflective of the entire organization.

No new measures. Taking an existing group of measures and placing
them into conveniently predefined perspectives does not a Balanced
Scorecard make. Yet the temptation to do just that is sometimes over-
whelming for organizations. In an effort to comply with the latest
management fiat, groups quickly and easily assemble the same per-
formance measures they’ve always used and dutifully tuck them into
the four perspectives, thinking they’ve developed a brand new Bal-
anced Scorecard. After several months of reporting, the group will
inevitably question the necessity of the Scorecard since results are
about the same as always. As we’ve seen from our discussion of mea-
sures in Chapter Five and elsewhere, most often it is the new and
“missing measures” and their interplay with other indicators that
drive the value of a Balanced Scorecard. Many of the measures needed
to tell the story of the strategy may already be present, but in the
vast majority of cases they must be supplemented with new and inno-
vative metrics to ensure the execution of strategy.

Inconsistent management practices. As the name reflects, the Balanced
Scorecard represents a new paradigm of balance within an orga-
nization: balancing the needs of internal and external stakeholders,
balancing short-term opportunities with long-term value creation,
balancing lag and lead indicators of performance, and of course bal-
ancing financial and nonfinancial indicators. A sure-fire method
of promoting premature Scorecard death is to actively promote
balanced measures while concurrently rewarding behaviors that reflect
decidedly nonbalanced ideals. A good example is attempting to man-
age by the Balanced Scorecard yet compensating executives solely on
short-term financial performance. The message sent with this prac-
tice is clear: We may say that nonfinancial indicators are important,
but we all know that money really matters most. Many organizations
will similarly tout teamwork and collaboration as the critical differ-
entiators of their success while openly promoting individuals based
on personal achievements only. Effective use of the Balanced Score-
card dictates a genuine commitment to developing and engaging in
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managerial processes that are consistent with the holistic goals inherent
in the Scorecard itself.

Not reporting Balanced Scorecard results. 1 read in this morning’s paper
that the Powerball lottery in the United States has ballooned to a
record jackpot of over $360 million. I think it’s impossible to read
a headline like that and not pause for at least a moment to ponder
“Hmm, what would I do with $360 million?” Once I transport myself
from my private jet, secluded island, or 100-foot yacht back to real-
ity, I realize that it will never happen to me because I probably won’t
even buy a ticket. In a similar vein, organizations that hope to achieve
great success from their investment in the Balanced Scorecard but
don’t take the time and effort to report and discuss results are hoping
to win a lottery without even bothering to buy a ticket; it just won’t
happen. Scorecard results must be broadcast regularly throughout
the organization and, perhaps more important, must frame the agenda
of management meetings so that implications and repercussions of
results are analyzed, discussed, and debated until the raw material
of data is transformed into nuggets of insight and competitive advan-
tage. All it takes to win this prize is the commitment and diligence to
pan the potential gold residing in your Balanced Scorecard results.

No guiding rationale for the Balanced Scorecard program. This issue
was discussed in the organizational change section that began the
chapter, but it bears repeating. As organizations around the globe
experience the multitude of benefits from Balanced Scorecards, the
concept has gained wide acceptance and approval as a management
tool. With its heavyweight status confirmed, some organizations will
adopt the Scorecard simply because it seems like the right thing to
do. Certainly it is the right thing to do, but that in no way excuses
an executive team from determining the specific rationale it has in
mind when turning to the Scorecard. What problem will the Score-
card solve in the organization? If there is no answer to this funda-
mental question, or worse yet, if it has not even been contemplated,
the Scorecard is sure to suffer the ignominious fate of organizational
inertia. The lack of a guiding rationale often results from having the
Scorecard developed as an add-on to another large-scale change ini-
tiative. Perhaps an enterprise resource planning initiative is under way,
or a customer relationship management program. Consultants may
suggest that the Scorecard is a logical extension of these efforts and
should be implemented immediately. With no clearly articulated goal
for the program, it can be easily misunderstood and ultimately ignored
until it simply fades from view.

No strategy. 1t is extremely difficult to implement a strategic manage-
ment system without a strategy. At the very core of the Scorecard concept
is the organization’s strategy, which guides all actions and decisions,
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and ensures alignment from top to bottom. A Scorecard can be devel-
oped without the aid of a strategy, but it then becomes a key perform-
ance indicator or stakeholder system, without many of the attributes
true Balanced Scorecards offer. Having said that, the processes
involved in building a Balanced Scorecard may help a company back
into or reverse engineer its strategy as a result of detailed and impas-
sioned discussions surrounding performance measures necessary to
stimulate breakthrough performance.

2. Lack of Balanced Scorecard education and training. In their haste to build
Scorecards, many organizations will sacrifice the up-front effort
of providing meaningful and detailed Scorecard training to those
expected to use the system. Awareness sessions will be held during
which the Scorecard is trumpeted as a measurement system featur-
ing financial and nonfinancial measures, but little information is
offered about the many subtleties and complexities of the model.
Often the deceptive simplicity of the Scorecard makes people sus-
ceptible to the false notion that in-depth training is not required.
If it feels that the Scorecard can be mastered simply, the organi-
zation may sponsor only high-level training and then trust their
employees’ business instincts to fuel the development of powerful
new performance measures. The cost of this decision will manifest
itself in poorly designed Scorecards, lack of use, and weak alignment
within the organization. Take the necessary time at the beginning
of the implementation to develop a comprehensive Scorecard cur-
riculum that includes background on the concept, your objectives
in implementing it, typical problems, success stories, and implemen-
tation details.

1. No executive sponsorship. Are you surprised by what is in first place?
I don’t think so. I debated whether lack of education and training
should be the number-one issue but concluded that with tenacious
leadership and support, a Scorecard project could ultimately succeed
despite a lack of training at the outset. Without executive sponsor-
ship, however, the effort is most likely doomed. Chapter Two provides
a detailed review of executive sponsorship, including a number of
methods for gaining support, and I urge you to review it carefully if
you are lacking executive sponsorship for your initiative. Many Score-
card elements will take place in stages: first strategy is deciphered
and translated; then objectives, measures, targets, and initiatives are
developed; next the Scorecard is cascaded throughout the organi-
zation; and finally it becomes embedded in the organization’s man-
agerial processes. Executive support and sponsorship is the common
thread that connects the entire end-to-end process. Without a strong
and vocal leader present at each and every juncture, the effort can
quickly stall. Simply put, nothing can take the place of an energetic
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and knowledgeable executive willing to work tirelessly toward the
cause of advancing the Balanced Scorecard.

USING CONSULTANTS TO DEVELOP
THE BALANCED SCORECARD

After reading and digesting this book, I'm sure you’ll agree that developing
a Balanced Scorecard promises to bring great rewards but is certainly no
simple task. Given the complexity of the development process, many orga-
nizations will turn to consulting companies for assistance. Even for small
organizations, many independent consulting companies and individuals
are available to provide assistance. Hiring consultants is often a prudent
decision since a quality firm may bring implementation experience, proven
methodologies for completing the work in a timely fashion, and objective
advice. Consultants also offer a quality that sometimes is in short supply
during the implementation period: credibility. Senior management may
be more receptive to the Scorecard when it is co-developed by outside “ex-
perts.” But consulting help doesn’t come cheap; in fact, developing even
a high-level organizational Scorecard may run into six figures, depend-
ing on the scope of the work and the particular consulting organization.
And while consulting firms may lend credibility to the Scorecard from
a senior management perspective, they may not engender the trust of
employees who consider them overpaid and lacking in sufficient organi-
zational knowledge to complete an acceptable work product. The decision
of whether to use consultants can be very difficult. Should you feel con-
sulting help would benefit your Scorecard project, here are a number of
factors to consider when selecting a firm.

o Balanced Scorecard experience. Given the popularity of the Balanced Score-
card, virtually every management consulting firm will suggest it has a
performance measurement offering and will boast substantial experience
from previous implementations. However, the firm’s concept of a Bal-
anced Scorecard and yours may be miles apart. Through presentations
and discussions you may discover that what a firm calls a Balanced
Scorecard is really an executive information system designed to supply
the senior team with important business metrics, but lacking in lead-
ing indicators and links to management processes. Be sure the firm you
select is able to supply the Balanced Scorecard product you have in
mind. This brings us to prior success. Most consulting firms will proudly
advertise their past accomplishments at big-name organizations and
offer glowing testimonials from satisfied clients. Be sure to perform an
appropriate amount of due diligence to ensure those clients really are
satisfied with the work performed and the outcome of the consultant’s
intervention.
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o A range of skills. As we saw in the review of Balanced Scorecard team
members presented in Chapter Two, developing a Scorecard requires
a broad range of skill sets. The team assembled by your consulting part-
ner should also have a diverse and complementary array of compe-
tencies. The entire team should be comprised of skilled communicators
able to liaise easily and comfortably with all levels of staff. Some mem-
bers should be gifted presenters and trainers to ensure the concepts
behind the Scorecard are delivered clearly and cogently. Others should
possess strong facilitation skills in order to manage the often (and
necessary) conflict-filled Scorecard development sessions. Analytical
skills are a must for combing through data and potential measures, and,
finally, the team should possess members with enough technical skills
to work effectively with your own Information Technology group.

e Cultural fut. This is an important and often-overlooked quality when
selecting a consulting firm. Your organization has a certain culture, as
does each and every consulting company. Cultural fit is often high-
lighted when two companies are planning a merger; in fact, conflicting
cultures sometimes are deal breakers. Although you won’t be joined
permanently with the consultants you choose, they will be an extremely
important part of your organization during the development of your
Scorecard. Look past the glitzy sales brochures and testimonials to the
real people you'll be dealing with every day. Will they be compatible
with the culture of your organization? Will executives and front-line staff
alike be willing to work with them? Only you can answer this important
question.

o Knowledge transfer. A key component of every work plan devised by con-
sulting firms will be sufficient and timely knowledge transfer from the
consultants to the employees of the contracting organization. Knowledge
transfer implies just that: a passing of knowledge on key concepts and tech-
niques from the consultants to the clients. However, in their zeal to
complete their work on time and on budget, consultants may inadver-
tently sacrifice knowledge transfer activities in favor of more tangible
work efforts. Organizations pay a heavy price when this occurs. As the
consultants are walking out the door, they leave behind an organization
bereft of the skills and knowledge necessary to sustain the momentum
that was so difficult to achieve. Ensure that any consultants you work
with will devote the necessary time to a comprehensive sharing of Score-
card knowledge.

FINAL THOUGHTS

Since its inception, the Balanced Scorecard has had a profound effect on
the practice of management around the world. The transition from anti-
quated industrial age methods to information age necessities dictated the
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emergence of new reporting tools. Heeding the call for new and innova-
tive systems, the Balanced Scorecard ascended the ranks of influential
management tools. As Scorecard practitioners have tinkered with, exper-
imented on, modified, and improved the methodology, it has only become
stronger and more adaptable as a management system. The broad accep-
tance of the methodology is reflected in recent estimates suggesting that
upward of 60 percent of Fortune 1000 organizations have developed Bal-
anced Scorecard systems. That of course means a corresponding 40 percent
have not. And what of the thousands of small and medium-size enterprises,
government agencies, and not-for-profit organizations spanning the globe?
Clearly the potential for future growth and development of the Balanced
Scorecard is dramatic. Fortunately for all of us the work continues, and
the most exciting breakthroughs are most likely still ahead of us. It is orga-
nizations like yours, ready to embark on the Scorecard journey, that will
write the next chapters in the life of this powerful and dynamic system. I
thank you and wish you great success.

KEEP IN MIND

¢ Itseems the only constant in today’s organization is, ironically, change.
The demands of twenty-first-century business dictate that organizations
constantly adapt to new conditions or risk perishing. Unfortunately, the
record of successful change in most organizations is dismally low. To
ensure that the Balanced Scorecard does not suffer the fate of previous
attempts at change, companies must engage in a number of organiza-
tional change activities.

¢ Rationale for the change must be clearly communicated along with what
will be expected of employees once the Scorecard system is initiated.
Organizations must also determine how compatible the Scorecard is with
current culture and to what extent employees have confidence that the
tool can be implemented successfully. Change facilitators can assess em-
ployee perceptions on key change issues and work with Scorecard team
members to devise mitigating strategies.

e Many organizations will fall prey to at least one of the Top 10 Balanced
Scorecard implementation issues. They are: premature links to man-
agement processes, lack of cascading, the ineffective development of
a Balanced Scorecard team, no new measures, inconsistent management
practices, not reporting Balanced Scorecard results, no guiding rationale
for the Scorecard, no strategy, lack of training and education, and no
executive sponsorship.

¢ Consulting organizations have been quick to develop Scorecard offerings
in conjunction with the tool’s rapid growth. While consulting engagements
usually are costly and not all employees will relate well with outsiders, they



Irmgn.ir

Keep in Mind 309

can provide a number of significant benefits. Proven methodologies,
past Scorecard implementation successes, and speedy development times
are just a few of the advantages awaiting those organizations that hire
consultants. Before deciding whether to hire consultants, organizations
should consider the firm’s actual implementation experience, skill sets
offered, cultural fit, and knowledge-sharing commitment.
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and cause-and-effect, 23-25
need for new system of, 40
nonfinancial measures, 6
and use of Balanced Scorecard, 1
Performance measures
changing, 174, 175
criteria for selecting, 161-165
for Customer Perspective, 147
customer intimacy, 150, 151
customer satisfaction, 151, 152
operational excellence, 147-149
other sources of measures, 151,
153, 154
product leadership, 149, 150
data collection and accessibility, 163,
170, 171
data dictionary, creating, 167-172
defined, 143, 144
Employee Learning and Growth
Perspective, 156, 157
human capital, 157, 158, 161
information capital, 159
organizational capital, 159-161
for Financial Perspective, 147, 148
Internal Process Perspective, 153,
154, 156, 162
customer management, 154, 155
innovation measures, 155
operations management, 154
regulatory and social measures,
155, 156
lagging indicators, 144, 145, 153,
169, 170, 217
leading indicators, 144, 145, 153,
169, 170, 217
linking to strategy, 162, 163
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number of, 165, 167
summary of key points, 175, 176
updating, 287-289
worksheet for selecting, 166
Performance reports, use of in
developing Strategy Map, 104
Personal Balanced Scorecards,

211-215

Personal development plan (PDP), 157,

158, 213

Perspectives of performance, 13-16.
See also Customer Perspective;
Employee Learning and Growth

Perspective; Financial Perspective;

Internal Process Perspective
and cascading principles, 208, 209
and corporate governance,
254-256
Planning phase
communication strategy, 32, 33, 35,
57
creating the Balanced Scorecard,
rationale for, 32, 33, 35-37, 57
executive sponsorship, securing,
43-47, 57
formulating the plan, 57
organizational unit, selecting,
38-43, 57, 67
team selection and training, 47-55,
57
Productivity performance measures,
158
Project plans, use of in developing
Strategy Map, 104

R

Reporting. See also Meetings
and automation, 262, 263
performance reports, use of in
developing Strategy Map, 104
software
build versus buy, 272, 273
and data entry, 273
screen shot sample, 271
selection criteria, 263-270
technology issues, 270, 272
summary of key points on, 278, 279
Resistance

and assisting employees in cascading

Scorecard, 208
to creating the Balanced Scorecard,
32, 38
Resource allocation. See Budgets

Index
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Resource barrier to strategy
implementation, 10, 11, 22, 27

Resources, use of in team training, 53,
54

Rolling forecasts, 225

S

Sarbanes-Oxley Act, 239, 252
Service-level agreements (SLAs)
between business units and shared
service groups, 210
Shared service groups, 209-211
Society for Human Resource
Management (SHRM), 10, 241
Software
and automation of Balanced
Scorecard, 262, 263
build versus buy, 272, 273
configuration, setup and design
elements, 263-266
maintenance and security, 268, 269
modification, 268
performance management, 263
reporting and analysis tools, 266,
267
sample screen shot, 271
selecting, 263
statistical analysis, 266
technical considerations, 267, 268
technology issues, 270, 272
vendors, evaluating, 269, 270
Strategy
and Balanced Scorecard, 90-94
Balanced Scorecard as strategic
management system, 2, 20
classifying strategic initiatives, 190
defined, 89, 90
failure to execute, 9, 101
implementation of. See Strategy
implementation
initiatives. See Initiatives
mapping. See Strategy Maps
need for, 304, 305
Office of Strategy Management. See
Office of Strategy Management
(OSM)
schools of thought, 90, 91
study of, 89, 94
Strategy implementation
barriers to, generally, 9-12, 20-23,
27
importance of, 8, 9
and storytelling, 25, 26
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Strategy implementation (Continued)
and strategy formation, 9
and use of Balanced Scorecard, 1, 37
Strategy Maps
background information, gathering
executive interviews, 108110
and filing system, 107
reviewing, 105-108
sources of, 103-105
use of Balanced Scorecard, 105,
106
cause and effect, 23, 27
as communication tool, 2, 17, 18, 27
and corporate governance, 254-256
customizing, 137, 138
defined, 27, 99
examples, 19, 100, 139, 140
implementation team, 54, 55, 59, 60
need for, 99, 101
objectives, 18, 110-112
for customer perspective, 114-118
for employee learning and growth
perspective, 125-132
for financial perspective, 112, 113
for internal process perspective,
119-125
number of, 136, 137
statements, 97, 132, 133
origin of, 98, 99
perspectives, choice of, 102, 103
and software selection, 264
summary of key points, 138-141
and use of mission statement, 76
workshop for developing, 133-136
Strengths, weaknesses, opportunities,
and threats (SWOT) and target
setting, 186
System administrators, 291, 292

T

Tangible assets, transition to intangible
assets, 7
Targets. See also Objectives
alignment of goals, 200
approvals, 187
developing, sources of information
for, 185, 186
and human desire to succeed, 180
long-term (big hairy audacious
goals), 181-185

Index

midrange (stretch goals), 182, 183
need for, 179-181, 183-185
quantitative versus subjective goals,
181
short term, 183
summary of key points, 197
updating, 287-289
Team. See Implementation team
Team leader. See Champion (team
leader)
Training, 127
implementation team, 52-54
lack of and implementation
problems, 305
performance measures, 158

A%

Value
creating from intangible assets, 6-8
economic value added (EVA)
and financial measures, 3
and performance measures, 147
Values
and Balanced Scorecard, 81, 82, 93
corporate value audit instrument, 80
defined, 76, 77
establishing, 79-81
statements of, samples, 82
use of in developing Strategy Map,
104
values-driven organizations, 77-79
Vision barrier to strategy
implementation, 10, 20, 21, 27
Vision statement
and Balanced Scorecard, 88, 93, 94
defined, 82, 83
developing, 86-88
elements of effective statements, 84,
85
need for, 83, 84, 93
use of in developing Strategy Map,
104

w

Workshops. See also Meetings
executive workshops, 60
Strategy Mapping, 133-136
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